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| If you are planning a new bank 
| building, you ought to read... 


The Fundamentals of Good 
| Bank Building 


By ALFRED HOPKINS 


Specialist in Bank Architecture 


It gives you complete information 
in regard to every phase of bank 
building; aids you in carrying 
out your own pet ideas; and sug- 
gests to you other ideas which 
have proven successful and which 
you might otherwise neglect. 


Written in a fresh and informal 
style, the book has the rare com- 
bination of being both entertain- 
ing and profitable. 


It is profusely illustrated, and 
attractively printed and bound. 





ORDER BLANK 
BANKERS PUBLISHING COMPANY Send for 
| Book Dept.—465 Main St., Cambridge, Mass. 


You may send me postpaid for examination “The Funda- a copy 
mentals of Good Bank Building,” by Alfred Hopkins. 
Within five days after its receipt I will send you $7.50 in 
full payment or return the book. on 


approval 
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O one should realize better than a banker the need for 
improvement of methods used in the liquidation of closed 
banks. Yet it is one problem to which he appears never 
to have given any thought. Liquidation goes along in 

the slow, hopeless confusion that it followed in the day of Caesar.” 
So writes O. L. Day in an article entitled “Can Liquidation of 
Closed Banks Be Improved?’ which begins on page 437. Perhaps 
one reason that bankers have given little thought to this problem 
is because most bank executives do not contemplate that their banks 
will ever be forced to liquidate. In submitting his article Mr. 
Dally, who is a member of the legal firm of Dally, Locke & Miller 
of Akron, Ohio, writes us as follows: “I am not and never was a 
banker. But as a lawyer I have seen the misery which followed 
bank failures in this and surrounding towns, and I have watched 
the cumbersome methods employed in efforts to liquidate the closed 
institutions. Almost every suggestion for relief in these instances 
involves direct or indirect inflation. Undoubtedly it is difficult to 
devise a remedy free from that objection. Enclosed is a sugges- 
tion which . . . might have the germ of an idea which is worth 
considering.” We believe that Mr. Dally’s suggestions will be 
studied with interest by our readers. 

In this issue, beginning on page 395, THomas J. ANDERSON, JR., 
contributes the third of his series of articles on the powers of Con- 
gress over currency, banking and now security distribution. A 
study of these three articles by such an able authority as Dr. 
Anderson of New York University will throw much light on the 
probable future development of our mechanism of money, banking 
and security distribution. Concerning this last he writes: “The 
passage of the legislation to regulate distribution of securities 
marks an outstanding milestone in the use of the commerce power 
by Congress. Such is the case because it involves a use of that 
power to regulate trade and traffic in items of intangible prop- 
erty... . Whether such trade and traffic is subject to Federal 
regulation probably depends upon the opinion of the Supreme 
Court as to whether a negotiable security is an article of commerce.” 


How to properly judge the effectiveness of bank advertising and 
merchandising methods has always been a difficult problem of bank 
vu 
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management. Most banks are convinced that they should advyer- 
tise and spend money on the development of business, but when jt 
comes to actually testing their methods or proposed methods many 
have been frankly stumped. And yet the testing methods so suc- 
cessfully used by national advertisers in other fields may be ap- 
plied to banking with very convincing and satisfactory results. 
This month’s article by L. Dovcrias Mrreprrit is entitled “ ‘Testing 
Bank Merchandising Methods” and discusses this problem in great 
detail and with many practical examples. It will be found be- 
ginning on page 415. 

















THat we are a nation of “economic illiterates” has long been con- 
tended. ‘That we are also in a fair measure of being totally igno- 
‘rant of the elementary function of banking would seem to be also 
a fact judging from an investigation made by Howarp Wricur 
Hares and described in an article entitled, “Educating a Nation 
on Banking,” which begins on page 442. Mr. Haines, who is 
‘ashier of the First State Bank of Kansas City, Kansas, not only 
reveals the appalling ignorance of the public as to banking mat- 
ters but also suggests definite remedies to correct this unwhole- 
some situation. 

















Au. of our readers will be interested in an important article which 
we publish this month written by NEwron D. ALLING, past presi- 
dent of the American Institute of Banking. It is entitled “A 
Scientific Banking System” and appears beginning on page 467. 
Mr. Alling has always been a thoughtful student of banking and 
ever since the Bank Holiday he has been giving careful thought 
and study to a “new deal” for banking which he believes will cor- 
rect the weaknesses which were so manifest in our banking system 
during these past years. Whether other bankers will entirely agree 
with Mr, Alling’s conclusions or not they can’t but find his views 
worthy of careful study and thought. 
























Tue valuable series of articles on bank cost accounting by E. S. 
Woottey of EK. S. Woolley Corporation continues in this number. 
Beginning on page 459 Mr. Woolley shows how to distribute 
“other income” to obtain a departmental profit and loss account. 





Tue problem of float in its relation to “scientific account analysis” 
and to the proper regulation of service charges is considered in this 
month’s article by FrepERIcK W. HeErzet beginning on page 447. 
With this article he reproduces an important table showing the 
account balance required to support any given amount of float— 
an invaluable aid in calculating service charges. 
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The Service Charge 
on Demand Deposits 


By W. GORDON JONES 


Points the Way to Greater 
Banking Profits 


It explains the purpose of the service charge for un- 
profitable checking accounts; 


—shows how to differentiate between the profitable 
and the unprofitable accounts by means of a sim- 
ple analysis; 


—tells how the service charge has worked out in in- 
stitutions where it has been tried out; 


—gives practical information as to the best and sim- 
plest methods for installation and operation of it; 


—and gives some of the common forms used in in- 
stallation and operation. 


Every banker who is interested in making 
greater profits for his bank needs this 
timely and informative book. 


SEND FOR IT TODAY! 


BANKERS PUBLISHING COMPANY 
Book Dept., 465 Main St., Cambridge, Mass. 


Please send me, postpaid, a copy of The Service Charge on Demand Deposits, 
for which I enclose $1.25. 


Bank or Firm 
Address 
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Personal Trust Administration 


A Manual for Use in Every 
Trust Department 


By CUTHBERT LEE 


Former Trust Supervisor, Guaranty Trust Company of New York 


CONTENTS 


PERSONAL TRUST 
ADMINISTRATION 


THE TRUST AGREEMENT 


SUCCESSOR OR 
SUBSTITUTED TRUSTEE 


COMMENCING THE 
ADMINISTRATION 


THE TRUSTEE’S 
RECORDS 


INVESTMENTS 
INCOME 


ADDITIONS AND 
WITHDRAWALS 


CURRENT 
ADMINISTRATION 


ACCOUNTING 
INSURANCE TRUSTS 


SETTLEMENTS AND 
OTHER TRUSTS 


ERE for the first time the trust 

officer and employes of trust de- 
partments have definitely in writing the 
accumulated knowledge regarding trusts 
which has hitherto been slowly, labori- 
ously and inaccurately handed down 
from one bank generation to another— 
taught and learned by word of mouth. 
It presents the best accepted modern 
practice. 


It points out little known pitfalls which 
have resulted in trustees being  sur- 
charged by recent court decisions. 


For the first time it gives a comprehen- 
sive guide to the best accepted form and 
construction of the trustee’s accounting. 


am 


Price $5.00 


Sent on Approval to Any Bank or 
Trust Company 


BANKERS PUBLISHING COMPANY 


465 Main Street 
CAMBRIDGE, MASS. 
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Editorial Comment 


GOLD CLAUSE DECISIONS OF THE SUPREME 
COURT OF THE UNITED STATES 


HERE were three issues involved in the gold clause 
decisions rendered by the Supreme Court of the 
United States on February 18. These were: 


1. The validity of the gold clause in private obligations. 

2. Constitutional power of Congress to invalidate the 
obligation of the United States to pay its own securities 
in gold. 

3. Right of holders of gold certificates to demand pay- 
ment in gold. 


By a vote of five to four, it was decided as to the first 
and third of these issues that payment in gold, or in a 
sufficient amount of currency to make up the deficiency 
due to devaluation of the dollar, could not be required. 

As to the power of Congress to invalidate the obligation 
to pay its own securities in gold, the vote was unanimous to 
the effect that such power did not exist. This decision 
applied to outstanding obligations calling for payment in 
gold. 

On the first issue the Supreme Court’s decision was 
based on the ground that private contracts could not be 
enforced if they were in derogation of the right of Congress 
“to coin money and regulate the value thereof.” 

The second point named above related to a Liberty 
Loan bond, dated September 28, 1918, and containing these 
words: “principal and interest hereof are payable in United 
States gold coin of the present standard of value.” 

Replying to the contention of the Government, that 
earlier Congresses could not validly restrict the Seventy- 
third Congress from exercising its constitutional powers, 
to — the value of money, etc., the Supreme Court 
said: 
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“The Government’s contention thus raises a question of far greater 
importance than the particular claim of the plaintiff. On that reason- 
ing, if the terms of the Government’s bond as to the standard of pay- 
ment can be repudiated, it inevitably follows that the obligations as to 
the amount to be paid may also be repudiated. The contention neces- 
sarily imports that the Congress can disregard the obligations of the 
Government at its discretion and that, when the Government borrows 
money, the credit of the United States is an illusory pledge. 

“We do not so read the Constitution. There is a clear distinction 
between the power of the Congress to control or interdict the contracts 
of private parties when they interfere with the exercise of its constitu- 
tional authority, and the power of the Congress to alter or repudiate the 
substance of its own engagements when it has borrowed money under 
the authority which the Constitution confers. 


“In authorizing the Congress to borrow money, the Constitution 
empowers the Congress to fix the amount to be borrowed and the terms 
of payment. By virtue of the power to borrow money ‘on the credit 
of the United States,’ the Congress is authorized to pledge that credit 
as an assurance of payment as stipulated—as the highest assurance the 
Government can give, its plighted faith. 

“To say that the Congress may withdraw or ignore that pledge is 
to assume that the Constitution contemplates a vain promise, a pledge 
having no other sanction than the pleasure and convenience of the 
pledgor. This court has given no sanction to such a conception of the 
obligations of our Government. 

“No doubt there was in March, 1933, great need of economy. In 
the administration of all Government business economy had become 
urgent because of lessened revenues and the heavy obligations to be 
issued in the hope of relieving widespread distress. Congress was free 
to reduce gratuities deemed excessive. But Congress was without power 
to reduce expenditures by abrogating contractual obligations of the 
United States. To abrogate contracts, in the attempt to lessen Govern- 
ment expenditure, would not be the practice of economy, but an act of 
repudiation. 

“Having this power to authorize the issue of definite obligations for 
the payment of money borrowed, the Congress has not been vested with 
authority to alter or destroy those obligations. The fact that the United 
States may not be sued without its consent is a matter of procedure 
which does not affect the legal and binding character of its contracts. 
While the Congress is under no duty to provide remedies through the 
courts, the contractual obligation still exists and, despite infirmities of 
procedure, remains binding upon the conscience of the sovereign.” 


After deciding that Congress lacked the power to alter 
the gold clause in its obligations outstanding at the time the 
dollar was devalued and gold payments suspended, the 
Supreme Court said, in effect, that the plaintiff in this case, 
having established no substantial damages, was virtually 
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without remedy, the United States Court of Claims refus- 
ing to entertain claims unless such damage could be shown. 

Should the present monetary policy of the Government 
result in a marked rise in prices, such damage might arise. 
It would then be interesting to discover how binding the 
gold clause would be on “the conscience of the sovereign.” 

The decision in regard to gold certificates, after citing 
the legislation authorizing the issuance of such certificates, 
said : 


“Gold certificates under this legislation were required to be issued 
in denominations of dollars and called for the payment of dollars. 
These gold certificates were currency. They were no less so because 
the specified number of dollars were payable in gold coin, of the coinage 
of the United States. Being currency, and constituting legal tender, 
it is entirely inadmissible to regard the gold certificates as warehouse 
receipts. They were not contracts for a certain quantity of gold as a 
commodity. They called for dollars, not bullion.” 


These certificates have on their face the following state- 
ment: “This certifies that there have been deposited in the 


Treasury of the United States of America—dollars in 
gold coin, payable to the bearer on demand.” And on the 
reverse side: “The United States of America one thousand 
dollars.” 

To the non-judicial mind, the fact that dollars in gold 
coin had been deposited would mean that the same kind of 
dollars were to be paid as had been deposited, an interpre- 
tation not altered by the fact that prior to devaluation of 
the dollar and the suspension of gold payments it would 
have made no difference whether the holder of a certificate 
received gold, silver or paper, for all had the same purchas- 
ing power. Is this true today? An answer to this question 
‘annot be given, because since gold cannot be had we do 
not know whether or not it might command a premium 
over paper in the absence of restraining laws. 

It is not the purpose of THE BANKERS MAGAZINE to 
criticize the decisions of the United States Supreme Court 
in these important cases. Perhaps, under the circumstances, 
no other conclusions could have been reached. But it is 
not without significance that, except as relates to the 
Liberty bond case where the decision was unanimous, the 
decision was by the close vote of five to four. 
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THE MODERN GOLD STANDARD 
ers in Arizona on his return to California from 


a visit in New York, former President Hoover issued 

a statement strongly urging a return to the gold 
standard. The kind of standard for which the former 
president argued was the gold bullion, or modern gold 
standard, as he called it. 

Should Congress decide to return to the gold standard, 
it is hoped that Mr. Hoover’s advice will not be followed. 
Indeed, there is some doubt as to the Constitutional author- 
ity for establishing a bullion standard. The Constitution 
states that Congress shall have power to coin money and 
regulate the value thereof. It says nothing about the power 
to manufacture gold bricks and call them money. 

This idea of displacing gold coin by gold bars is wholly 
fallacious. Unless there is well-grounded suspicion of the 
banks or of the honesty of the Government’s monetary 
policy, the hoarding of gold coin will never reach any mate- 
rial proportions. At the time of such distrust, people can- 
not be blamed for wanting money instead of its mere paper 
representative. The real remedy is not to stop gold coin- 
age, but to stop reckless banking and a dishonest monetary 
policy on the part of the Government. 

But there is a solid reason for gold coinage and gold 
redemption—as a salutary check on bank and currency 
expansion. 





“WISDOM” OF THE DEVALUATION OF THE 
DOLLAR 


EALING with the gold clause cases recently before 
the Supreme Court of the United States, Chief 
Justice Hughes, delivering the majority opinion, 

after citing the measures taken to effect devaluation of the 
dollar, said: 

“We have not attempted to summarize all the provisions 
of these measures. We are not concerned with their wis- 
dom. The question before the court is one of power, not 
of policy.” 

The power of Congress to change the gold content of 
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the dollar, or to substitute silver or some other metal as the 
standard, is not debatable. Under conceivable circum- 
stances such sudden and extreme fluctuation of the produc- 
tion of whatever metal constituted the standard might occur 
as to make a change imperative. 

But the wisdom of devaluing the dollar, and in abrogat- 
ing gold payments, at the time these steps were taken, is 
open to serious question. With the steady rise in the 
world’s production of gold after 1925, reaching record 
figures in the last three years, and with our own preponder- 
ant stock of the metal, surely the necessity for these meas- 
ures did not exist. That they have been futile in accom- 
plishing the ends their sponsors had in mind is quite ap- 
parent. That they have been responsible more than any 
other single factor in impairing confidence and in delaying 
recovery, is the considered judgment of practically all 
persons who can rightfully lay claim to any authority what- 
ever on monetary matters. Admitting this, however, the 
difficulties to be encountered in an attempt to reverse what 
has been done are great and perhaps insurmountable. 


Could the country now be assured that the dollar will not 
further be devalued, that within a reasonable period pay- 
ments in gold coin will be restored, and that the stupid 
policy of buying silver at an artificial price or at any price 
shall be promptly stopped, distrust of our monetary policy 
would speedily end. 





REGULATING THE VALUE OF MONEY 


AN Congress actually regulate the value of money as 
empowered to do by the provision in the Constitution 
of the United States to that effect? Probably the 

belief that it can do so is responsible for much of the pre- 
vailing heresy in relation to monetary matters. 

_ That Congress can ordain by law what quantity of gold, 
silver or other metal shall constitute a dollar, is something 
beyond question. It can certainly declare what is meant by 
the word “dollar.” If Congress declares by statute what 
quantity or weight of metal shall constitute a dollar, the 
value of such metal in terms of dollars is established by 
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such declaration. Thus Congress indisputably has power 
to regulate the metallic value of the dollar. 

But when it comes to the regulation of the exchangeable 
value of the dollar for commodities of all kinds, an entirely 
different problem is presented. If the dollar were the sole 
determining factor in prices, as many seem to believe, no 
doubt would exist as to the power of Congress to regulate 
its purchasing power. But if the more reasonable view be 
accepted, that prices are not determined solely by the 
quantity of dollars in existence or in use, but by a thousand 
and one other factors, the power of Congress to regulate 
the purchasing power of money largely disappears. To 
effect such regulation, Congress would either have to remain 
in continuous session or to entrust its authority in respect to 
monetary control to an individual or to a board empowered 
to make frequent changes in the dollar’s metallic content. 

The conclusion is irresistible, that in the absence of ex- 
treme fluctuations in gold production, over a considerable 
period, the wisest monetary policy is that which least dis- 
turbs the metallic content of the dollar. 


THE BANKER’S ATTITUDE TOWARD PRO- 
POSED BANKING LEGISLATION 


ROM the comparative lack of public expressions from 
the bankers of the country respecting the pending 
banking bill, it might be reasonably inferred that the 
bankers generally approve this measure. That such is not 
the case is well known to those who have had the opportu- 
nity of discussing the bill with leading bankers. Why, then, 
are they reluctant to state their opposition to the measure 
before the public? Perhaps for the reason that they feel 
that their views would reflect the bias inseparable from their 
business, and possibly for the further reason that they fear 
that anything they might say would have the opposite effect 
from that intended. And yet, in their own interests, and in 
the interest of the public whom the bankers serve, their 
opinions should be entitled to the same consideration as is 
accorded to other citizens. 
There are some provisions in the pending banking bill 
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against which the bankers should publicly protest, and in 
no uncertain terms. ‘The attempt it makes to transform the 
Federal Reserve System into an instrumentality of govern- 
mental, and therefore political, control is one of these pro- 
visions. Another is the proposal to embark the national 
banks upon a policy of making excessive loans on real 
estate, and to make these mortgages rediscountable at the 
Federal Reserve, thus tending to destroy the liquidity of 
the Federal Reserve banks. 

Individuals and groups of all kinds are making insistent 
demands for legislation of all sorts, much of it obviously 
unsound. The bankers of the country, confronted by pro- 
posed legislation injurious to their own interests and to the 
people whom they serve, are strangely silent. It is time 
they should make themselves heard. 


‘ . 


WILL THE GOVERNMENT TAKE OVER THE 
BANKS? 


HIS inquiry is raised because of a recent statement 

of Marriner S. Eccles, Governor of the Federal Re- 

serve Board. Appearing before the Banking and 
Currency Committee of the House of Representatives, 
Governor Eccles said: 


“The banking system, if it is going to justify its existence, must 
be made to provide the money and credit required by the nation. At 
the present time this is largely being provided by the Government 
through the Home Owners Loan Corporation, Farm Credit Administra- 
tion and the R. F. C. 

“It has been a process of the banks liquidating their private loans 
by the Government taking them over and the banks in turn taking 
Government bonds. The banks are going to have very great difficulty 
in justifying their existence if this continues. 

“T recognize and have told the banks that the provisions of this 
legislation as to eligibility of paper and loans on real estate is to give 
them an opportunity to utilize their funds so that the Government can 
get out of the lending field. Otherwise they will find the Government 
taking over the banking business; not because it wants to but because 
the banks have forced it.” 


The opportunity of extending credit by making large 
long-term real estate loans is hardly one that conservative 
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bankers will welcome in the light of experience in that par- 
ticular field. Such loans can be made by instrumentalities 
of the Government which, unlike the banks, does not have 
to take into consideration the safety of deposits largely pay- 
able on demand. Even should real estate mortgages be 
made rediscountable at the Federal Reserve, and thus con- 
fer upon this class of securities a kind of liquidity, this 
liquidity, for practical purposes, could be realized only by a 
process of borrowing on the part of the banks making the 
loans on real estate. Unless all established principles of 
sound banking are to be discarded, such a course will not 
be widely accepted by the bankers of the country. 

The official mind finds it impossible to understand why 
the banks, with such large excess reserves as they hold at 
present, do not show a greater expansion of their loans. On 
the part of the banks it has bcen pointed out that they are 
willing and even eager to lend, but that the demand for 
loans does not exist, except to a very moderate extent. 
But the official response to this contention is to the effect 
that there is a demand for loans, and that this demand, in- 
stead of being met by the banks, is met by the Government 
through the Reconstruction Finance Corporation and other 
governmental credit instrumentalities. But this reply fails 
to take into consideration some important facts. Banks 
derive their loanable funds to large extent from their de- 
positors, the funds so obtained being subject to return on 
demand or on short time. Furthermore, the banks must be 
very careful in making loans so that the security of deposits 
will not be endangered. From these considerations the 
Government is to a great degree exempt. Its loanable 
funds are obtainable by borrowing; and so long as the 
public credit remains unimpaired, borrowing can be re- 
peated indefinitely. Thus the term of the loan, the length 
of the time it has to run, is not a matter of deep concern. 
Even the ultimate safety of the loan is not so vital a matter 
as it is in the case of loans made by a bank, for the Govern- 
ment’s credit resources are so great that any losses through 
bad loans are far less serious than they are to the banks. 

A better understanding of the different position of the 
Government and the banks in the matter of extending credit 
would make it clear why the former may make loans where 
the latter cannot. It might also tend to lessen the criticism 


THE BANKERS MAGAZINE 


oo 


22 
‘Oo 
we 


of the banks for not more rapidly extending their loan com- 
mitments than they have been doing for some time. 

Instead of indulging in veiled threats, Governor Eccles 
and others at Washington might more profitably inquire 
what influences are keeping business men from applying 
for credit on the sound basis that has heretofore existed. 
When that basis is restored, the complaint against the banks 
for not extending credit will rapidly disappear. 

The real reason for the slow expansion of bank credit 
must be traced to the uncertainties that still beset business 
and enterprises on every hand. As these uncertainties are 
removed, bank credit will follow as the night the day. 





WITHDRAWAL OF NATIONAL BANK 
CIRCULATION 


N event of great historic importance took place on 
March 9 when the Secretary of the Treasury an- 
nounced that on March 11 the 2 per cent. consols of 

1930 would be called for redemption on July 1, 1935, and 
that the 2 per cent. Panama Canal loan bonds of 1916-36 
and 1918-38 for redemption on August 1, 1935. As these 
bonds contain the circulation privilege, their redemption 
will involve the retirement of the national bank notes. 
Such retirement was intended and provided for in the 
original Federal Reserve Act, but was not effected. 

It is announced that, with the disappearance of the 
national bank notes, the simplification of the currency will 
be achieved, something generally regarded as desirable. If 
this policy of simplification is to be carried further, atten- 
tion might well be bestowed upon the $346,681,016 of 
United States notes still outstanding, and whose continued 
existence serves no useful purpose. 

With the present high prices for the bonds bearing the 
circulation privilege, the low rates for money, the excessive 
bank reserves, and the comparatively light demand for bank 
credit, the withdrawal of the circulation privilege may be 
regarded with indifference by the national banks. That 
this privilege is no longer considered of much value appears 
from the fact that on June 30, 1934, out of a total of 5422 
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reporting licensed national banks, there were 822 banks 
which did not exercise the circulation privilege. The banks 
could withdraw their notes by the simple process of sur- 
rendering them in exchange for the bonds deposited for 
their security. By redeeming the bonds eligible as security 
for circulating notes, the withdrawal of circulation will not 
only be hastened, but will be practically completed at the 
time the bonds are redeemed. 

The national bank notes, being based on United States 
bonds, were practically a disguised form of Government 
“money.” Federal Reserve notes, as originally planned, 
were to be issued against coin and commercial paper, and 
were thus, in principle, nearer being a true bank note than 
were the notes of the national banks. But this principle 
was vitiated to an important extent by making the Federal 
Reserve notes obligations of the United States—regarded 
by the late William J. Bryan as “a great triumph.” Later 
proposals to base the Federal Reserve notes on other assets 
than commercial paper have further impaired the bank 
note principle. 

The funds for retiring the bonds now being used as 
security for circulating notes of national banks were ob- 
tained from the “profit” gained by devaluing the dollar—an 
asy method of paying debts, but one not available to the 
ordinary citizen. 

While the national bank notes had some value as adver- 
tisements for the issuing banks, and carried a certain 
amount of sentiment and historic value, as a source of 
profit to the issuing banks and of real importance to the 
business community, their disappearance may be considered 
with equanimity. 





The Powers of Congress Over 
Security Distribution 


By Tuomas J. ANDERSON, JR., PH. D. 


Instructor in Economics, New York University 


policy during recent legislation has been the intro- 

duction of a considerable amount of Federal super- 
vision over security distribution. As is well known, this 
supervision was provided for by the passage of the Securi- 
ties Act of 1933 and the Securities Exchange Act of 1934. 
The Securities Act provides for the registration of securi- 
ties, with certain exceptions, which are offered for sale in 
the several states. ‘The Act makes it unlawful, unless a 
certificate of registration has been obtained from the Federal 
Securities and Exchange Commission, for any person or 
firm to use the instruments of interstate commerce or the 
mails for the purpose of selling or transporting securities. 
A number of types of securities are exempted from the fore- 
going restriction. Among them is included any security 
which belongs to an issue sold only to buyers within a single 
state or territory, where the issuer of such security is a 
resident and doing business within—or, if a corporation, 
incorporated by and doing business within—such state or 
territory. 

The Securities Exchange Act established Federal super- 
vision, through the Securities and Exchange Commission, 
of securities exchanges. The Act makes it unlawful for any 
broker, dealer, or exchange to use the mails or any instru- 
ment of interstate commerce for the purpose of using any 
facility of an exchange, unless such exchange has registered 
as a national securities exchange with the Securities and 
Exchange Commission or has been exempted by such com- 
mission from the registration requirement on account of a 
limited volume of transactions. Any exchange, in order to 
effect registration, must file an agreement to comply, and 
to force its members to comply, with the regulations of the 
Act. The Act, according to its preamble, is predicated 
upon a Congressional declaration that the regulation of 


Orr of the outstanding developments in Congressional 





THE BANKERS MAGAZINE 


securities exchanges is essential to the protection of inter- 
state commerce. 


Likelihood of Constitutional Tests.—It is very likely that 
the constitutionality of the Securities Act and the Securities 
Exchange Act will be challenged in the courts and ulti- 
mately passed upon by the Supreme Court of the United 
States. Both measures have been subjected to considerable 
criticism. 'They constitute advances into a field of legisla- 
tion heretofore not undertaken by Congress, and unsup- 
ported as to its constitutionality by specific decisions of the 
Supreme Court. In fact, the New York Stock Exchange, 
through legal counsel, submitted a brief during considera- 
tion of the Securities Exchange Act by Congress to the 
effect that the proposed law was, as a whole, clearly uncon- 
stitutional. 


Reliance upon the Commerce Power—Whether Con- 
gress will be considered to possess adequate Constitutional 
authority to have established its recently-imposed regula- 
tions over the distribution of securities depends, without 
much doubt, upon the adequacy of the commerce power to 
support the legislation. The method of control adopted in 
the Securities Act, it will be recalled, is to preclude the 
transmission through the channels of interstate commerce 
or the mails of securities—with certain exceptions—until 
registration has been effected with a Federal Commission. 
Also, the preamble to the law establishing Federal super- 
vision of securities exchanges bases the legislation upon the 
premise that the regulation of security markets is essential 
to the protection of interstate commerce. 


Purpose of the Commerce Clause.—The primary source 
of authority under which Congress regulates interstate and 
foreign commerce is the commerce clause of the Constitu- 
tion, which provides that “Congress shall have power... 
to regulate commerce with foreign nations, and among the 
several States, and with the Indian tribes.” This clause is 
one of the so-called unifying clauses of the Constitution. 
It, and such clauses as those establishing Federal control 
over the currency, the mail service, customs duties, and 
weights and measures, were intended to provide uniformity 
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of practices throughout the nation with regard to a number 
of matters of vital, nation-wide importance. 


Scope of the Commerce Power.—Under its commerce 
power, Congress possesses authority to regulate interstate 
and foreign commerce, as well as the essential instrumentali- 
ties of, and necessary incidents to such commerce. Its 
authority includes power to prescribe police power regula- 
tions controlling such commerce; to prohibit restraints 
which bear upon it; and even to prohibit it altogether, as 
was done in the law prohibiting interstate commerce in 
lottery tickets. In the Lottery Case, which established the 
constitutionality of the lottery law, the Supreme Court 
stated that the power to regulate interstate commerce “is 
vested in Congress as absolutely as it would be in a single 
government, having in its Constitution the same restrictions 
on the exercise of the power as are found in the Constitu- 
tion of the United States; ...” In fact, the power of 
Congress to regulate interstate commerce includes the power 
to regulate intrastate commerce whenever such regulation 
becomes necessary in order to make the regulation of inter- 
state commerce effective. For example, the Transportation 
Act of 1920 provides that when any intrastate rate, fare, or 
classification shall impose an undue, unreasonable, or unjust 
discrimination against interstate commerce, the Interstate 
Commerce Commission shall have the power to substitute 
rates, fares, or classifications which shall not be prejudicial 
to interstate commerce. The Supreme Court has sustained 
the constitutionality of this section of the Act. 


Are Interstate Security Transactions “Interstate Com- 
merce’ ?—Are interstate dealings in securities “interstate 
commerce,” within the meaning of the Constitution? If so, 
such transactions are subject to Congressional regulations— 
subject only to the limitations upon the exercise of the 
commerce power found in the Constitution. 

The Supreme Court has not definitely answered this 
question of whether interstate transactions in securities 
constitute a portion of that flow of commerce among the 
several states which is subject to Federal regulation. How- 
ever, certain outstanding facts pertaining to the interpreta- 
tion of the commerce power of Congress will be helpful to 
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an understanding of the probable attitude of the Court. 
These facts include: (1) general definitions of “commerce” 
by the Court; (2) things held not to be subjects of, or parts 
of, “ecommerce”; (8) things held to be subjects of, or parts 
of, “commerce”; (4) the decision of the Supreme Court in 
the Lottery Case; and (5) court opinions holding security 
transactions to be “commerce.” 


General Definitions of Commerce.—In general, what 
does the Supreme Court consider “commerce” to include? 
The Court’s definitions have been quite broad and inclusive. 
In 1824, Chief Justice Marshall, in the case of Gibbons v. 
Ogden, said: “Commerce, undoubtedly, is traffic, but it is 
something more—it is intercourse. It describes the com- 
mercial intercourse between nations, and parts of nations, 
in all its branches, and is regulated by prescribing rules for 
‘arrying on that intercourse.” 

Mr. Justice Johnson, in his concurring opinion in the 
same case, said: “Commerce, in its simplest signification, 
means an exchange of goods; but in the advancement of 
society, labor, transportation, intelligence, care and various 
mediums of exchange, become commodities, and enter into 
commerce; ...” 

In 1880, the Court, in County of Mobile v. Kimball, 
defined “commerce” as follows: “Commerce with foreign 
countries and among the States, strictly considered, consists 
in intercourse and traffic; including in these terms navigation 
and the transportation and transit of persons and property, 
as well as the purchase, sale, and exchange of commodities.” 

In 1910, in the case of International Text Book Com- 
pany v. Pigg, the Court quoted a definition previously 
given by Mr. Justice Sanborn, as follows: “Importation 
into one state from another is the indispensable element, 
the test, of interstate commerce; and every negotiation, con- 
tract, trade, and dealing between citizens of different states 
which contemplates and causes such importation, whether it 
be of goods, persons, or information, is a transaction of 
interstate commerce.” 


Things Held Not to Be “Commerce.’—Not all business 
and financial activity or transactions are comprehended by 
the Constitutional term “commerce.” Hence, not all types 
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of such activity or dealings between the several states con- 
stitute “interstate commerce,” within the meaning of the 
Constitution as interpreted by the Supreme Court. What 
specific types of activity have been held, by the Court, not 
to be a part of “commerce” ? 

In the first place, the Court has consistently held that 
production, per se, is not a part of commerce. In leading 
‘ases involving this point the Court has held that the plant- 
ing of oysters, manufacturing and mining are not a part of 
commerce and are not, therefore, subject to regulations 
based on the power of Congress to regulate interstate com- 
merce. In 1895, the Court, in the FE. C. Knight Case, said 
that “Commerce succeeds to manufacture and is not a part 
of it.” In a 1923 opinion, the Court said “Mining is not 
interstate commerce, but, like manufacturing, is a local 
business subject to local regulation and taxation.” 

Another type of transaction which the Court has con- 
sistently held not to be a part of commerce is the issuance 
of an insurance policy. In Paul v. Virginia, in 1868, the 
Court said: “Issuing a policy of insurance is not a trans- 
action of commerce. . . . Such contracts are not interstate 
transactions, though the parties may be domiciled in differ- 
ent States.” 

The Court, in the case of Nathan v. Louisiana (1850), 
held that a bill of exchange is not an article of commerce 
but, instead, is an instrument of commerce, and that an indi- 
vidual engaged in the buying and selling of such bills is not 
engaged in commerce but, rather, is supplying an instru- 
ment of commerce. 

Transactions upon a commodity exchange do not, in and 
of themselves, constitute interstate commerce. For example, 
in 1922 the Supreme Court, in Hill v. Wallace, held that 
sales for future delivery of grain on a board of trade “are 
not in and of themselves interstate commerce” and that such 
dealings “cannot come within the regulatory power of Con- 
gress as such, unless they are regarded by Congress, from 
the evidence before it, as directly interfering with interstate 
commerce so as to be an obstruction or a burden thereon.” 
The basis for Federal regulation of commodity exchanges, 
therefore, is not that they are a part of interstate commerce 
but, rather, that abuses in connection with them may burden 
the flow of interstate commerce in the commodities. 
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In 1928, the Court, in Hemphill v. Orloff, ruled that a 
business enterprise of the form of a “Massachusetts Trust,” 
which was engaged in buying and selling negotiable notes 
in a number of states, was not engaged in interstate com- 
merce in respect of the ownership of notes of a resident of 
Michigan—in which state it attempted to enforce its note 
claims without having complied with a local law requiring 
domestication of corporations. In the case of Graniteville 
Manufacturing Company v. Query, the Court approved the 
decision of a Federal district court to the effect that promis- 
sory notes, issued by a party located in one state and dis- 
counted with banks located without the state, were not 
articles of interstate commerce but, rather, were personal 
contracts and comparable in that respect with insurance 
policies. 


Things Held to Be “Commerce.”—In a period of a little 
more than a century, judicial interpretation of the Constitu- 
tion has definitely established certain things as a part of 


“commerce” within the meaning of the Constitution.” 

Commerce includes navigation. In 1824, Chief Justice 
Marshall, in Gibbons v. Ogden, said: “All America under- 
stands, and has uniformly understood, the word ‘commerce’ 
to comprehend navigation.” 

Commerce includes transportation. In the case of Rail- 
road Company v. Husen (1877) the Court said: “Trans- 
portation is essential to commerce, or rather it is commerce 
itself.” The commodities transported may be tangible and 
ponderable or intangible and imponderable. In an early 
case, the Court denied that the transportation of persons 
from state to state constitutes interstate commerce, but in 
later cases it reversed its former position and held that such 
transportation is interstate commerce. The transportation 
may be by water, rail, pipe line, motor vehicle, or airway— 
whatever the method it is a part of commerce. 

The transportation of information or, as we say, com- 
munication is commerce. It is immaterial whether the 
communication carried on is by wire, wireless, telephone, 
or mail. For example, a corporation engaged in the busi- 
ness of imparting instruction to students in the several 
states by correspondence and in sending to them books, 
apparatus, and papers, is engaged in interstate commerce. 
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even though local agents in the various states solicit the 
students and collect and remit the fees. (International 
T'ext-Book Co. v. Pigg). 

Commerce, however, consists of more than merely trans- 
portation for hire. It also comprehends intercourse. Such 
intercourse does not necessarily involve interstate sale, nor 
is it essential that passage from one state to another be by 
common carrier. The mere passage, in whatever manner, 
of goods or persons from one state to another is interstate 
commerce. 

A broad interpretation of the subject-matter of inter- 
state traffic and intercourse has been adopted, as can be 
observed from the preceding examples. In McCall v. Cali- 
fornia (1890), the Court stated that the subject-matter of 
intercourse or traffic may be either things, goods, chattels, 
merchandise, or persons. If this principle were adhered to, 
then, all interstate intercourse or traffic in things, goods, 
chattels, merchandise, or persons would be a part of that 
commerce subject to the jurisdiction of Congress. 

The purchase, sale, and exchange of goods constitute a 
major part of commerce. When goods are purchased in 
one state for transportation into another, the purchase is 
quite as much a part of interstate commerce as the subse- 
quent shipment. In fact, the Court, in Lemke v. Farmers’ 
Grain Co. (1922), held that the buying and selling of 
products for shipment beyond state lines constitute inter- 
state commerce, notwithstanding the fact that after the ex- 
change is effected the goods may be diverted to the local 
market. 

A “thing” which has been held to be a subject of inter- 
state commerce when transmitted from one state to another, 
and which is an example of intangible property, is the 
lottery ticket. In 1903, the Court held that such tickets 
constitute articles of commerce and that the regulation of 
the carriage of them from one state to another, at least by 
independent carriers, is a regulation of interstate commerce. 


The Lottery Case—The opinion of the Court in the 
Lottery Case, handed down in 1903, is so important as a 
possible precedent in a case involving the power of Congress 
to regulate the conditions of interstate sale of securities 
that a few facts about the opinion may well be noted. 
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Two basic objections to the constitutionality of the Lot- 
tery Act—which prohibited the carriage of lottery tickets 
from one state to another, whether by mail, freight, or 
express—were advanced. First, it was contended that the 
power to regulate interstate commerce does not include the 
power to prohibit it. Second, it was contended that lottery 
tickets—like insurance policies and bills of exchange—are 
not articles, or subjects, of commerce and, therefore, their 
interstate shipment or sale is not interstate commerce 
within the meaning of the Constitution. By a five to four 
decision, the Court denied both contentions and held that 
lottery tickets are subjects of commerce and that the power 
to regulate interstate commerce includes the power to 
prohibit it. 

In reply to a contention that lottery tickets are not of 
any reai or substantial value in themselves and, therefore, 
are not subjects of commerce, the Court advanced a number 
of characteristics which, in its view, established them as 
subjects of commerce. The Court pointed out: (1) that the 
lottery tickets were subjects of traffic; (2) that they could 
have been sold; (3) that the holder was assured the com- 
pany would pay to him the amount of the prize, if drawn; 
and (4) that even if the holder of such tickets did not draw 
a prize, the tickets, before the drawing, had a money value 
in the market. Concluding that these conditions gave evi- 
dence of a value in the lottery tickets and of a traffic in 
them, the Court said: “We are of opinion that lottery 
tickets are subjects of traffic, and therefore are subjects of 
commerce, and the regulation of the carriage of such tickets 
from State to State, at least by independent carriers, is a 
regulation of commerce among the several States.” 

The significance of the Lottery Case as a possible prec- 
edent for a decision on the power of Congress to regulate 
the interstate sale and shipment of securities becomes ap- 
parent when attention is given to the characteristics of 
lottery tickets which seemed to persuade the Court that 
they were articles or subjects of commerce: (1) The Court 
pointed out that these tickets were subjects of traffic or 
trade. Undoubtedly they were, but certainly they were not 
subjects of traffic or trade to a greater extent than stocks, 
bonds, and other negotiable securities. (2) Again, the 
Court explained that the holder of lottery tickets was 
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assured of receiving a definite prize if he held a winning 
ticket. Seemingly, however, the holder of lottery tickets 
had no more assurance of receiving prize money than the 
holder of a security has of receiving the face value of a 
security in his possession. (8) Finally, the Court brought 
out the fact that if a prize were not drawn, the holder of 
lottery tickets, prior to the drawing, could have sold them, 
inasmuch as they possessed a money value in the market. 
This test is clearly met by negotiable securities. Not only 
do they possess market values prior to maturity, but they 
are subjects of continuous exchange on highly organized 
markets. 

Considering the foregoing points of analogy between 
lottery tickets and negotiable securities, wherein would be 
the logic of contending that lottery tickets are, but securities 
are not, classifiable as subjects of commerce / 


Court Opinions Holding Security Transactions to Be 
“Commerce.” —Federal court opinions arising out of litiga- 
tion involving state blue-sky laws have held that interstate 
shipments and sales of negotiable securities constitute inter- 
state commerce, but that state laws intended to protect local 
investors from abuses in security transactions do not con- 
stitute a substantial and direct burden upon such commerce 
since they affect it only incidentally as police power regula- 
tions. 

In a case decided in 1914 and involving a blue-sky law 
passed by West Virginia the preceding year, the Court said: 
“We do not think it can be longer questioned that stocks, 
bonds, debentures, and other securities are subject-matters 
of interstate commerce.” (Bracey et al. v. Darst et al.) 

In an opinion handed down in the same year and involv- 
ing a blue-sky law enacted in Iowa, the district court, 
following a survey of the opinion of the Supreme Court of 
the United States in the Lottery Case, expressed the view 
that “no reason is left for doubt but that negotiable securi- 
ties, corporate shares, promissory notes, corporate and mu- 
nicipal bonds, absolute in form, are the subjects of inter- 
state commerce.” (William R. Compton Co. et al. v. Allen 
et al.) 

Another opinion of a Federal district court in the same 
year, involving a blue-sky law enacted in Michigan the 





OO 


THE BANKERS MAGAZINE 


preceding year, includes the following statements: ‘We 
cannot doubt that stocks and bonds are now the subject 
of interstate commerce, and that shipments and sales of 
them, between the states, are interstate commerce. We do not 
find that this has been expressly held in any authoritative 
decision, but in the present development of commerce, it 
would be regarded as obvious, save for the argument based 
upon Nathan v. Louisiana... and Paul v. Virginia. The 
former case really involved only the question whether a 
state tax or license fee could be imposed on a citizen dealing 
in foreign bills of exchange. . . . The special insurance con- 
tract involved in the latter case is essentially different from 
stocks, bonds, and commercial paper. However, if either 
of these cases might otherwise be thought now controlling, 
we think the opinion in the Lottery Cases ... requires the 
contrary result.” (Alabama and New Orleans Trans porta- 
tion Co. et al. v. Doyle et al.) 


Probable Attitude of the Supreme Court.—While the 
Supreme Court has not expressed an opinion comparable 
to those expressed by lower Federal courts which have just 
been quoted, a number of considerations appear to support 
a conclusion that the Court, when faced with a test case, is 
likely to hold that interstate shipments and sales of securi- 
ties constitute interstate commerce. These considerations 
are as follows: 

1. In upholding the constitutionality of the blue-sky law 
passed by Ohio in 1916 the Court, in the case of Hall v. 
Geiger-Jones Co., assumed the interstate commerce char- 
acter of interstate transactions in securities, but held that 
the state law affected such transactions only incidentally and 
was, therefore, a valid exercise of the police power of the 
state. 

2. The opinions of the lower Federal courts to the effect 
that interstate shipments and sales of securities constitute 
interstate commerce, while not controlling upon the Supreme 
Court, are likely to be given considerable weight. 

3. The Lottery Case decision and opinion of the Court 
appear to provide a direct precedent for holding securities 
to be subjects of interstate commerce when sold or trans- 
ported among the several states. Stocks, bonds, and other 
negotiable securities, satisfy every characteristic of lottery 
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tickets mentioned by the Court to justify its ruling that 
such tickets are subjects of interstate commerce. 

4. As one Federal court has stated, it would be regarded 
as obvious that the shipment and sale of stocks and bonds 
among the several states is interstate commerce except for 
two early decisions of the Supreme Court which held that 
bills of exchange and insurance policies were not articles or 
subjects of commerce. In two Federal court opinions al- 
ready quoted, however, it is contended that the Lottery 
Case goes far to remove any doubt that may have existed 
as to securities being subjects of commerce. Also, James M. 
Beck, when arguing before the Supreme Court in the 
Lottery Case as Assistant Attorney General of the United 
States, maintained that “The insurance cases, carefully 
read, are not authority for the proposition that a written 
instrument, like a bond or a lottery ticket, which passes 
title to property upon delivery, may not be a commercial 
commodity.” 

5. The Court, in Pensacola Telegraph Co. v. Western 
Union Telegraph Co., said that the powers granted to 
Congress by the commerce and postal clauses “are not con- 
fined to the instrumentalities of commerce or the postal 
service known or in use when the Constitution was adopted, 
but they keep pace with the progress of the country, and 
adapt themselves to the new developments of time and cir- 
cumstances. They extend from the horse with its rider to 
the stage coach, from the sailing vessel to the steamboat, 
from the railroad to the telegraph, as these new agencies 
are successively brought into use to meet the demands of 
increasing population and wealth.” If such is the case with 
the instrumentalities by which commerce is carried on, 
should not the same principle apply to the articles which 
constitute the subject-matter of commerce? If so, a logical 
adherence to the principle would lead the Court to consider 
negotiable securities as articles of interstate commerce when 
they become the subject-matter of trade and transportation 
between the states—as has been the case for decades. 


Resulting Powers of Congress if Securities Are Subjects 
of Commerce.—If the Supreme Court should hold that 
negotiable securities are subjects of commerce and that the 
shipment and sale of them among the states constitute inter- 
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state commerce, what would be the principles of Congres- 
sional authority which might be fairly implied from the 
decision? Apparently they would be as follows: 


1. The power of Congress to regulate interstate com- 
merce includes the power to establish rules or conditions 
under which it may be carried on. Presumably this prin- 
ciple would apply to interstate commerce in securities as 
well as other types of such commerce. 

2. The power of Congress would extend, apparently, 
to intrastate commerce in securities to the extent necessary 
to prevent discriminations against or obstructions to inter- 
state commerce in securities. 

3. Congress would possess authority to regulate the in- 
strumentalities and necessary incidents to interstate com- 
merce in securities to the extent necessary to prevent sub- 
stantial and direct burdens upon or obstructions to such 
commerce. 

4. Congress would be permitted to draw upon other ad- 
mitted powers—such, say, as the postal power—as inci- 
dental means of carrying into effect its regulations of 
interstate commerce in securities. 


Considering these principles, there would seem to be 
little doubt about the constitutionality of the Securities Act 
of 1933 if the Supreme Court should adopt the view that 
interstate security transactions constitute interstate com- 
merce. If the Court, on the other hand, should hold that 
securities, like insurance policies, are not articles of com- 
merce, there would seem to be little basis for upholding the 
constitutionality of the Act. 


The Commerce Power and Federal Regulation of Se- 
curities EHachanges.—lf the Supreme Court should hold 
that interstate shipments and sales of securities constitute 
interstate commerce, would it follow that securities ex- 
changes would be subject to the jurisdiction of Congress? 

The argument that securities exchanges are subject to 
Federal supervision is probably made in the most persuasive 
manner by reference to Federal regulation of grain ex- 
changes. In 1921, Congress, in the Future Trading Act, 
attempted to regulate boards of trade handling transactions 
in grain for future delivery and exempting from this tax 
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all sales on boards of trade called “contract markets”— 
markets to be designated as such by the Secretary of 
Agriculture upon compliance with the restrictions placed 
in the law. 

The Future Trading Act was declared unconstitutional 
by the Supreme Court the following year in the case of 
Hill v. Wallace. 'The Court, in discussing whether the law 
could be sustained under the commerce power of Congress, 
pointed out that the legislation apparently involved a use 
of the taxing power instead of the commerce power; that 
there was nothing in the law to indicate that its operations 
were to be confined to interstate commerce; and that the 
measure did not include such limitations as should be found 
in an act based on the power to regulate interstate com- 
merce. Following this line of reasoning, the Court said: 
“It follows that sales for future delivery on the Board of 
Trade are not in and of themselves interstate commerce. 
They cannot come within the regulatory power of Congress 
as such, unless they are regarded by Congress, from the 
evidence before it, as directly interfering with interstate 
commerce so as to be an obstruction or a burden thereon.” 

In the Grain Futures Act passed in 1922, Congress 
reconstructed the legislation in the light of the opinion in 
Hill v. Wallace; pointed out the relationship between trad- 
ing in grain futures and the interstate commerce in grain 
and the prices of such grain; contended that transactions in 
futures on the boards of trade were affected with a national 
public interest; argued that the transactions and prices of 
grain on boards of trade were susceptible to speculation, 
manipulation and control which led to sudden and un- 
reasonable fluctuations in grain prices; and concluded that 
such price fluctuations constituted an obstruction to and a 
burden upon interstate commerce in grain and its products 
and by-products, and thereby rendered regulations impera- 
tive for the protection of such commerce and the national 
public interest therein. 

The Supreme Court, in Board of Trade of City of 
Chicago v. Olsen (1923), upheld the constitutionality of 
the Grain Futures Act regardless of the fact that the year 
before it had pointed out that future sales on a board of 
trade “are not in and of themselves interstate commerce.” 
In supporting the Act, the Court used the following lan- 
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guage: “The question of price dominates trade between 
the States. Sales of an article which affect the country-wide 
price of the article directly affect the country-wide com- 
merce in it. By reason and authority, therefore, in deter- 
mining the validity of this act, we are prevented from 
questioning the conclusion of Congress that manipulation 
of the market for futures on the Chicago Board of Trade 
may, and from time to time does, directly burden and ob- 
struct commerce between the States in grain, and that it 
recurs and is a constantly possible danger. For this reason, 
Congress has the power to provide the appropriate means 
adopted in this act by which this abuse may be restrained 
and avoided.” 

Considering that securities exchanges involve transac- 
tions which affect the nation-wide prices of securities and 
the statement of the Court in the opinion just quoted that 
“Sales of an article which affect the country-wide price of 
the article directly affect the country-wide commerce in it,” 
the conclusion would appear to follow that sales of securities 
on a securities exchange directly affect interstate commerce 
in securities, if such securities are held to be “articles of 
commerce.” 

While the above conclusion may appear quite logical, 
counsel for the New York Stock Exchange, in a brief 
submitted to a Senate committee on March 7, 1934, con- 
cluded that the commerce power of Congress is not adequate 
authority for national regulation of securities exchanges. 

In its conclusions on this point, the opinion, as reported 
in The New York Times of March 8, 1934, reads as 
follows: 


“The power of the Congress to regulate interstate com- 
merce, broad though it is, must be exercised in relation to 
transactions or businesses essentially interstate in character, 
or so directly related to commerce as to be fairly compre- 
hended within the power of the Congress to regulate such 
commerce, 

“The business of stock exchanges and that of their 
members may consist of purely local transactions between 
buyers and sellers residents of the same State. It may also 
involve transactions between residents of different States, 
either with or without the actual shipment of securities 
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between the States. Interstate communications may be em- 
ployed in the conduct of such business, but interstate com- 
munication is not interstate commerce. 

“The nature of the business of stock exchanges and that 
of their members does not provide for, nor does it neces- 
sarily contemplate, the shipment of securities between the 
States. If interstate shipments are actually made, it is not 
because of anything growing out of the making of the con- 
tract of purchase and sale of securities. The necessity for 
any such shipment is not implicit in the transaction. 

“There is no flow of securities through channels of inter- 
state transportation such as that made the subject of regula- 
tion in the stock yard and grain futures acts, nor are securi- 
ties commodities in a commercial sense.” 


These contentions appear inconclusive in the light of 
decisions of the Supreme Court and lower Federal courts. 
First, it should be noticed that it makes little difference 
whether sales upon securities exchanges necessarily or regu- 
larly lead to interstate shipments of securities if, as is con- 


tended, securities are not “commodities in a commercial 
sense.” It will be recalled, however, that in three opinions 
of lower Federal courts, the belief was expressed that 
negotiable securities are articles of commerce. Also, the 
Supreme Court has held that lottery tickets may be subjects 
of commerce. In the second place, grain does not neces- 
sarily move in interstate commerce as a result of all sales 
of futures contracts on a board of trade. Again, sales on 
securities exchanges affect the nation-wide prices of securi- 
ties in a manner comparable to the way in which sales of 
grain on boards of trade affect the nation-wide prices of 
grain. Also, securities exchanges have been subject to 
manipulations which cause sudden and unreasonable fluctua- 
tions in security prices, and such sudden and great fluctua- 
tions tend to disrupt or burden the orderly trade in 
securities between the states. Considering these facts, it 
would seem that if the Supreme Court should hold securi- 
ties to be articles of commerce, it would support a conten- 
tion that the commerce power permits Federal regulation of 
securities exchanges—since the Court has said that sales 
of an article which affect the country-wide price of the 
article directly affect the country-wide commerce in it, and 
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since Congress possesses authority to remove burdens to or 
obstructions upon such commerce. 


The Postal Power.—The Securities Act prohibits the 
use of the mails—as well as any instrument of communica- 
tion or transportation—for the purpose of selling or trans- 
porting securities among the several states for which a 
registration statement is not in effect. The Securities Ex- 
change Act makes it unlawful for any broker, dealer, or 
exchange to make use of the mails—as well as any means 
of interstate commerce—for the purpose of using any facil- 
ity of an exchange unless such exchange is registered as a 
national securities exchange, or is exempted from such 
registration by reason of a small volume of transactions. 

There would not appear to be a basis in the postal power 
alone for the regulation of security distribution. If all busi- 
ness which makes use of the interstate postal service could, 
because of that fact, be brought under Federal regulation, 
it would appear that all, or nearly all, business would be 
subject to the jurisdiction of Congress. 

While the incidental use of the postal service or the 
instrumentalities of interstate communication do not con- 
stitute a basis for holding that a business is thereby subject 
to Federal supervision, there is no doubt but that such 
Federal instrumentalities may be brought into use as means 
of making more effective the application of the commerce 
power. It is a well-established principle that one or more 
of the substantive powers of Congress may be used as inci- 
dental means of effecting another power. For example, 
the taxing power has been used as a method of driving out 
of existence state bank notes and thereby making possible 
a uniform bank currency. In the Lottery Act, Congress 
drew upon its postal power as well as the commerce power 
in prohibiting the carriage of lottery tickets from state to 
state, but the law was held to be constitutional on the basis 
of the commerce power. 

If the Supreme Court should sustain the recent legisla- 
tion to regulate the interstate distribution of securities and 
securities exchanges as a proper exercise of the commerce 
power, there appears to be little doubt but that it would 
sustain the use of the postal power as an ancillary device to 
make the commerce power effective. 
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Conclusions.—The passage of the legislation to regulate 
distribution of securities marks an outstanding milestone in 
the use of the commerce power by Congress. Such is the 
case because it involves a use of that power to regulate 
trade and traffic in items of intangible property. As time 
has passed, more and more of our property has come to 
be of the intangible type represented by stocks, bonds, 
mortgages and other securities. One authority estimated 
in 19383 that corporation securities (exclusive of inter- 
corporate holdings), Government securities and mortgages 
outstanding amounted, in the aggregate, to more than 
$240,000,000,000. Trade and traffic in such intangibles 
has come to involve enormous aggregates of wealth and 
much of it is of interstate character. 

Whether such trade and traffic is subject to Federal 
regulation probably depends upon the opinion of the Su- 
preme Court as to whether a negotiable security is an 
article of commerce. [If it, like a lottery ticket, is considered 
to come within the category, the scope of Congressional 
authority by virtue of the commerce clause will have been 
extended to a sphere of economic activity of increasing 
importance. If, on the other hand, a negotiable security, 
like a policy of insurance, is held not to be an article of 
commerce, it would seem that interstate trade and traffic in 
such intangibles constitute a field of economic activity be- 
yond the reach of Congressional authority under its com- 
merce power. 
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INCE some question has arisen as to 
the authorship of the famous slogan 
of the Bankers Trust Company of New 
York, “A TOWER OF STRENGTH,” 
we settle it for all time by reproducing 
herewith the advertisement in which 


that company first used the words. 


It appeared in New York newspapers 
in January, 1920, and was written by 


THE STRENGTH OF t. D. MacGregor. 
THE BANKERS TRUST 
COMPANY is founded upon 
the bedrock of character, ex- 


penence and great financial In confirmation of this. there is also 


resources. 


ee reproduced the handwriting of the late 
in the fi 1 community any 
ess concerns ere look. 


George B. Mallon, in charge of the 


pl be company’s advertising at that time. In 


The constructive service of the Bank- 
1s being used bye 


cumbert lading O. K.’ing the proof, Mr. Mallon wrote 


of thew bank the 


in solecp pose oak on the margin: 
‘ots, BO matter how ex- 
tensive or exactiog they may become 


BANKERS TRUST “Good copy! Think this 
COMPANY might run immediately after 


Ale mber The 
“won «Federal Reseroe System 2 


= Jan. 1. Congratulations to 
Resources Over Four Hurdred Milhoa Dollars a] 9° 
Mr. MacGregor. 


MacGregor ma Woodrow 
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60 East 424 Street 
T. D. MacGregor NEW YORK Frank S. Woodrow 





Prudent business men, careful 


not to take unnecessary risks, 


always observe the old adage: 


“Never give your check to a 


stranger.” 


Thoughtful bankers avoid pre- 
ventable delay and needless risk 
of loss by routing their custom- 
ers’ checks through an institution 
widely and favorably known for 


its excellent collection facilities. 
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Testing Bank Merchandising 
Methods 


By L. Dovucias Merrepitru, Pu. D. 


Assistant Professor of Economics, University of Vermont, Burlington, Vt. 


This is the seventeenth of a series of articles by this author covering the 
entire subject of financial merchandising.—Eprror. 


Introduction—The keynote of American business ever 
since the World War has been one of efficiency, and this 
has resulted in rapid growth of cost accounting, cost analy- 
sis, and the testing of men, methods, and machinery in 
order to determine the cost and efficiency of given processes 
of a business. ‘Testing and analysis has been applied to 
merchandising methods by some organizations, but the 
growth of such testing and analysis has been relatively 
slow, especially until the first few years. The tests and 
analyses made before that time and many ‘of those made at 
present apply more particularly to merchandising devices 
used in the sale of tangible commodities. The increasing 
use of methods of testing and analysis in the merchandising 
of tangible commodities has led to increased attention given 
to such methods by the executives of institutions which 
market only services. The executives of financial institu- 
tions fall within this group, and for this reason the testing 
and analysis of the merchandising methods of financial 
institutions merit special attention. 


Reasons for Skepticism.—Many financial executives and 
even merchandising executives have not yet become con- 
vinced that merchandising processes may be tested and that 
the results are analyzed. This attitude is found in conversa- 
tion with numerous individuals occupying such positions, and 
also in the writings of some of these persons. This skepti- 
cism results from several causes. In the first place, when 
attempts are made to test and to measure the results of 
merchandising processes, the investigator deals entirely 
with intangibles, and the contention is advanced that these 
intangibles defy measurement. In the second place, the 
objection is raised that because of the intangibles involved, 
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many measurements made and results determined contain 
too many inaccuracies to warrant valid conclusions. In the 
third place, it is contended that the cost of such analyses 
are prohibitive. In the fourth place, it is contended that 
few individuals possess the training to conduct tests which 
might be made. Finally, it is contended that tests do not 
indicate the given result to have followed necessarily as a 
consequence of the advertising of the institution for which 
the analysis is made, although there is great probability that 
this will be the case. For example, one institution may 
advertise a given service and someone who reads it may 
direct an inquiry to another institution with which he does 
business. Or, a person may be induced to respond to the 
advertisement of an institution with which he does business 
partially at least by the advertisement of a similar service 
by a competitor. 


Justification for Testing.—Those financial and merchan- 
dising executives who advocate the testing and analysis of 
merchandising processes will concede at least one of the 
objections raised above. They are willing to acknowledge 
that intangibles are being measured, and that difficulties of 
measurement are encountered, but they are unwilling to 
concede the other objections. Furthermore, these individ- 
uals would answer the first two objections by showing that 
even though intangibles are being measured and even 
though these cannot be measured with a degree of accuracy 
as high as might be desired, at the same time the measure- 
ments made may be sufficiently accurate to determine 
trends, at least. If tendencies and trends may be discerned, 
merchandising policies may be formulated which will rec- 
ognize these trends and therefore should be productive of 
results. It is true that some of these investigations might 
be carried to such extremes that the cost would be unwar- 
ranted, but at the same time it is possible to conduct at 
relatively low cost many analyses which will indicate desir- 
able information. The costs of such tests and analyses must 
obviously be sufficiently low to be more than compensated 
for by the savings which result from utilization of the infor- 
mation obtained in this manner and, for practical purposes, 
establish limits beyond which testing and analyzing should 

rarely be carried. Finally, the last of the above objections 
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may be answered by pointing out that all institutions do not 
advertise the same services at the same time and that such 
instances would be compensating to a large extent. 


Methods.—The testing and analysis of merchandising 
methods are of two types and each type must obviously be 
treated separately. One type of testing more properly 
merits the name of analysis, for it attempts to analyze the 
results obtained from advertisements already used, and 
then proceeds to use these as tests in the selection of media 
and themes to be used in the future. The second type of 
testing is of relatively new development and is commonly 
referred to as “‘pre-testing.” ‘The purpose of “pre-testing” 
of merchandising devices is to analyze themes and media by 
trial before they are used extensively in order to prevent 
the expenditure of large sums of money upon media which 
will produce only unknown results. Each of these types of 
testing will be treated separately in the course of this 
discussion. 


Methods Vary.—The methods used in testing each of 
the four phases of the merchandising process described here- 
in vary in many respects, and for that reason each division 
of the merchandising process must be treated individually. 
They will be discussed in the following order: 

a. Advertising. 

b. Selling. 

+. Publicity. 

d. Preparation of Services. 


Advertising.—Testing and analysis of advertising have 
developed more rapidly, and have been more widely adopted 
than the testing and analysis of other merchandising proc- 
esses. ‘Testing and analysis seek to determine the effective- 
ness of different themes, media, times at which to advertise, 
typography, layout, color, illustrations, the probable re- 
sponses for various groups, and similar points, although 
tests used in the past have been generally designed to select 
media only. Several methods have been rather commonly 
used to test advertising and include the following methods: 


1. Cowpons.—One of the earliest devices used in testing 
advertisements has been to include a coupon in the advertise- 
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ment. This has made it possible to determine the relative 
effectiveness of the advertising by the number of inquiries 
received in the form of these coupons. 


2. Departments.—Another very common method used 
in testing advertisements has been to direct inquiries to 
various departments. For instance, in one medium the 
address may be given as Department A. In another adver- 
tisement, the address may be given as Department B, and 
so on through the various media. 


3. Numbers.—A practice very similar to that described 
in the second method is that which uses different room 
numbers and street numbers as addresses. 


4. Booklet Numbers.—A modification of this idea found 
in the second and third methods is to suggest that the 
readers of advertisements make inquiry for a given booklet, 
and then this booklet is given a different number in each 
publication. Sometimes a combination of letters and num- 


bers is given in order to avoid confusion of booklets where 
several booklets have been offered. The given booklet is 
designated, in such instances, by a letter such as A, and the 
medium by a number, so that an inquiry coming from a 
given newspaper would ask for booklet A-27, indicating 
that a certain booklet had been requested by someone who 
had read a certain advertising medium. 


5. Various Offers—Sometimes various modifications 
of the same offer will be given in different publications. 
This is a method which is not commonly used by financial 
institutions because they have few special offers to make, 
and if a special offer is made, it is customary to make it to 
all persons. An illustration of such a test is afforded by 
the action of a large mid-Western bank. This bank in the 
December, 1931, issue of its house organ offered free copies 
of the large Santa Claus picture which appeared on the 
front cover. The offer was made on page four, no mention 
being made on the page with or opposite the picture. The 
requests received by coupon and over the counter demon- 
strated that a given number, at least, of those persons re- 
ceiving the house organ read as far as page four. 
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6. Direct Inquiries——Another method of testing is to 
make inquiry of customers at the time they purchase a 
given service in order to determine what led them to make 
this purchase. Some enlightening results may be obtained 
by this method, but it has distinct disadvantages. Many 
persons object to stating that they have been induced to 
purchase a commodity or service as the result of an adver- 
tisement. Consequently, they are likely to be embarrassed 
by an inquiry of this kind. Furthermore, many persons 
resent such inquiries on the basis that it is no concern of the 
institution as to what led them to make the purchase. The 
provocation of such resentment is likely to lead to untrue 
and inaccurate statements of the reasons which lead persons 
to make the particular purchases. The acquisition of such 
information requires a great deal of tact on the part of the 
person obtaining it, and the accuracy of results derived 
from this method varies directly with the tactfulness of the 
individual making the inquiries. 


7. Colored Cards.—The testing of direct mail advertis- 
ing material is frequently accomplished by the use of colored 
ards. For instances, prospects whose names appear in a 
mailing list may be classified according to various bases, 
and then different colored cards may be sent to these differ- 
ent classes in order to test the manner in which they respond 
to this material. Different types of direct mail advertising 
material and different themes used in such advertising mate- 
rial may be tested in like manner. 


Objections to Such Methods.—Particular objections to 
these individual methods have been mentioned in treating 
them above, but there are several objections to all of them 
asa group. In the first place, they test the medium, theme, 
class of prospects, or similar points for which the test is to 
be conducted only after the money for the advertising 
medium has been expended. In the second place, the in- 
quiries received in response to a given advertisement are 
likely to continue to return for a long period of time after 
the advertisement has appeared, and for that reason, con- 
siderable delay may be encountered in compiling results. 
This may be disadvantageous in that additional advertising 
space for future use may have to be purchased before the 
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results are determined. In the third place, many of these 
methods of testing have been used for so long that the 
public is familiar with them, and is likely to reply only with 
great reluctance because they feel that a check is being 
made upon them, 

These objections should not deter, however, the testing 
of advertising. Despite the fact that the public has become 
‘ather well acquainted with many of these methods, they 
may still be used and may be concealed effectively by the 
exercise of a modicum of ingenuity. Financial merchandis- 
ing executives should encounter very little difficulty in 
adopting these devices successfully to their uses. Testing 
and analysis of advertisements should be carried on even 
though “pre-testing” which is to be described below should 
be used, for these two types of analysis are complementary 
and not competitive. 


Testing Radio Advertising.—The testing and analysis 
of radio advertising presents problems which differ in some 
respects from the testing and analysis of advertising in other 
media, but the underlying principles remain essentially the 
same. Instead of using coupons as a method of obtaining 
returns, the announcer may offer a booklet or pamphlet to 
listeners. Requests for such material may be directed to the 
organization sponsoring the program by suggesting that 
different departments, different street or room numbers, 
different booklet numbers, and similar tests mentioned 
above be used in making the request. This makes it possible 
by varying the numbers to test different hours and also, in 
some cases, to test different stations. Sometimes a coupon 
may be included in the material sent in response to a re- 
quest, and the material thus sent may be further tested. 

Organizations sponsoring radio broadcasts are interested 
not only in inquiries and in sales returns, but also in the 
popularity enjoyed by their programs. This may be tested 
by suggesting that listeners express their approval or dis- 
approval of particular programs, or else make requests for 
items which they would like to have included in future pro- 
grams. This is of advantage not only in testing the popu- 
larity of the program, but is useful in developing programs 
which will attract greater popularity. Another method of 
testing radio advertising may be referred to as the “battery” 
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method. ‘To use this test a number of employes are placed 
at telephones in one or more cities during the time the pro- 
gram is on the air, and are instructed to call certain resi- 
dential telephone numbers. Each person makes inquiry of 
the number called as to whether or not that residence has a 
radio, and if so, to which station they are listening. 

The testing of radio advertising does not differ essen- 
tially from testing that of other advertising; the funda- 
mental principles remain the same, but a few modifications 
are made in details as indicated above. 


Selling.—Selling presents greater difficulties than do the 
testing and analysis of advertising because some business 
may be ultimately produced by selling which is apparently 
directly traceable thereto, but advertising, and also publicity, 
may deserve some credit for the sale. Selling is of such a 
personal nature, as pointed out above, that it tends to defy 
testing in the same manner in which advertising may be 
tested. The use of “canned” sales talks might be tested by 
requiring information from the salesmen which would indi- 
cate the particular sales talk used, but the undesirable 
aspects of the “canned” sales talk generally forbid its use. 
The disapproval given this type of merchandising device 
(“canned” sales talk) is so great that nothing more will be 
said concerning its testing. Selling depends for its effec- 
tiveness upon the individual salesman and the manner in 
which he is able to adapt himself to a given occasion. Con- 
sequently, the testing of selling tends to resolve itself into 
a testing of the efficiency of the particular salesman, al- 
though there would likewise be some value in testing the 
ease and frequency with which certain services may be sold 
by a group of representative salesmen. 

The first essential of testing of selling requires that a 
record of the calls be made. This serves a two-fold pur- 
pose in that it provides a check on the time of the salesman, 
and also on the efficiency of the salesman. Furthermore, 
the recording of calls and the information obtained therein 
may be of use to the merchandising department in develop- 
ing a follow-up program and in selling additional services 
because it acquaints the merchandising department with the 
needs and characteristics of the particular individual. In- 
formation of this kind is useful not only in testing the 
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efficiency of salesmen, but also in determining the costs of 
selling. Costs must be reconciled with the probable profits 
which will be derived, and after such facts are known, a 
portion of the merchandising budget may be allotted to 
selling. 

Publicity—Publicity is undoubtedly the most difficult 
of the merchandising processes to test. The very nature of 
publicity tends to preclude testing because this activity 
attempts, as previously pointed out, to call attention to an 
institution or service without disclosing to the reader the 
avowed purpose. Concealment of this purpose makes it 
impossible to include an admonition to send for information 
or request a booklet, and this greatly reduces the ability or 
possibility of testing material. Furthermore, if inquiry is 
made at the time a given service is sold, few individuals 
would state that they had made a purchase because a vice- 
president delivered an address at a convention, or because 
they saw in a paper that the employes of the bank pursued 
a study course under the auspices of the American Institute 
of Banking. Such customers more likely would state that 
they had no reason, or else just liked the institution, and 
because of their inability to reply specifically to this ques- 
tion, might suffer embarrassment or discomfort which would 
tend to produce ill-will. Some forms of publicity such as 
flower shows may be tested to a certain extent by examining 
the number of accounts opened within a week or two follow- 
ing the staging of such an event. Nevertheless, attempts 
to measure publicity efforts encounter serious difficulties 
and can produce little information of value. 


Services.—Services rival advertising with the ease with 
which they may be tested, but such tests are less popular 
than those of advertising because only during recent years 
have financial institutions made concerted attempts to de- 
vise different forms in which services might be rendered to 
the public in order to make such services more useful and 
attractive. Services may be tested by keeping a record of 
the sales which are made, and then this information may 
be used in determining whether or not the institution should 
continue to offer for sale this particular service. Very little 
time is required to find out whether or not a service appeals 
to the public, especially if during this time advertising and 
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publicity are used to acquaint the public with the nature of 
the service rendered. For example, if an institution con- 
templates inaugurating a “‘save-at-the-shop” plan, before 
attempting to obtain widespread adoption of such a plan, 
it might be tested in several representative shops. If the 
idea appealed to employes in these shops, some question 
would still prevail as to whether or not they would adhere 
to the plan after the novelty had departed. It might be 
advisable to continue such an experiment for a relatively 
long period of time, such as several months or a year, before 
drawing a conclusion. An experiment of this kind usually 
indicates to the executives whether or not the plah should 
be extended. It also affords opportunity, in the meantime, 
to examine the costs and profits which may be derived from 
rendering such services. This type of testing of services 
is virtually a kind of “pre-testing” which is to be described 
below. 


Analysis—Financial executives find interest not only 
in the types of services offered, but also in the particular 
services because they are interested in knowing whether or 
not given departments are being operated at profits or 
losses, and whether or not particular accounts, services or 
agreements show profits currently or contain possibilities 
of profits in the future. This may be determined by cost 
analysis which is nothing other than the extension of cost 
accounting principles to financial institutions. Attention has 
previously been called to the reluctance of banks to utilize 
cost accounting methods, but when it is recognized that 
75 per cent. or 80 per cent. of all accounts are operated at 
a loss, this fact tends to serve as a note of warning to finan- 
cial executives, and leads them to wonder concerning the 
exact status of accounts within their particular institution 
and the balance required in order merely to break even. 
This particular type of analysis has become especially prev- 
alent during the past few years during which many banks 
have adopted service charges. Many institutions, however, 
have adopted these charges, not on a basis of the analysis 
of the business or testing of the organization, but rather on 
the basis of guesses made as a result of the analyses made 
by other institutions.! 


*Cf. Jones, Gordon W., The Service Charge on Demand Deposits. 
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Cost analysis may readily be carried to such an extreme 
that the expense is greater than the results warrant. How- 
ever, it should be a relatively simple matter to keep account 
of the items which pass through a given department, to allot 
a certain portion of building charges against that depart- 
ment, to charge it with a certain portion of heating, and 
similar costs, and to allot to it a certain portion of admin- 
istrative or overhead costs. A computation of this kind, 
even though it is not carried to great detail, affords the 
particular institution some idea of the costs incurred in 
handling various items and in rendering various services. 
It is a practice, the adoption of which, should be given 
consideration by the executives of all financial institutions 
who are interested in keeping intimately posted on the 
conduct of their business. It is of use not only in deter- 
mining costs of merchandising but also in determining the 
amount which may profitably be expended on merchandis- 
ing particular services. 


“Pre-Testing.’—‘Pre-testing,” as mentioned above, 
refers to the process by which advertising or other merchan- 
dising material is tested before much of it is used. It at- 
tempts to find out before material of a given kind is used 
the probable response which will be received. ‘This is of 
advantage because it enables the merchandiser to find out 
approximately what return can be expected with a given 
expenditure. Its development has been rather recent, but 
it is becoming widely accepted as a fundamental method 
upon which to proceed. It is of special advantage because 
almost any kind of point may be tested. If it is desired to 
use a particular type of medium, this medium may be tested 
on a small scale. If it is desired to use a certain theme or 
one of several themes, relative effectiveness may be deter- 
mined by a process of “pre-testing.” Prospects in some 
instances may be classified according to type of position, 
amount of life insurance carried, residential location, or on 
similar bases. A representative group may then be tested 
in order to determine approximately the result which may 
be expected from a given class of names. The points to 
which “pre-testing” may be applied in order to determine in 
advance the probable result are most numerous and include 
nearly all aspects of the merchandising processes. 
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Illustrations.—The necessity of “pre-testing’” may be 
illustrated by several investigations conducted by the writer 
upon groups of students. Each of these investigations will 
be described successively in order to show the results ob- 
tained. 


Experiment A.—This experiment was conducted on 
students in a summer school class in Elementary Economics 
conducted by the writer. These people constituted a repre- 
sentative group because they ranged in age from the teens to 
the sixties and came from several avenues of life. Many of 
them were teachers who earned their own living, and for 
this reason, the results are likely more significant than if the 
same experiment had been conducted with a group of ordi- 
nary undergraduates. 

Two sets of advertisements were used on this group. 
The first set was selected by the writer from several thou- 
sand advertisements, not because those used were considered 
the best advertisements in the several thousand, but rather 
because they represented distinct types. Because of the re- 
sults derived, it is not advisable to identify each, and there- 
fore the advertisements are treated anonymously in the brief 
descriptions of each which follow. 

A. The first of these advertisements was four columns 
by eight and one-half inches. It contained no headline, but 
at the left of the space was a list of directors and opposite 
this was a brief paragraph concerning the institution and a 
pamphlet which was offered. This advertisement was se- 
lected because it possessed no headline. 

B. This advertisement was three columns wide and nine 
and one-half inches long. White space predominated. The 
name of the institution across the bottom of the advertise- 
ment consumed one and one-half inches. There were two 
brief statements in the remainder of the space; one was at 
the approximate center of the space in rather heavy type 
and was broken into three short lines. This sentence merely 
mentioned one advantage of a life insurance trust to de- 
pendents. Near the bottom of the white space, in fine 
italics, was the sentence, “Our descriptive booklet will be 
sent upon request.” 

C. This advertisement tended to resemble more a de- 
partment store advertisement in that the space was fully 
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used, several styles of type were found, and across the 


upper third extended some information on an angle. The 
size of this advertisement was three columns by eleven 


inches. 


D. This advertisement was four columns wide by ten 


and one-half inches long. 


It contained one word in large 


type for the headline, and then a kind of editorial digression 
recommending the purchase of common stocks and holding 
these stocks “for substantial income.and thus gain apprecia- 
tion in principal as prices slowly climb back during 1931,” 
This was obviously an advertisement of an investment bank- 


ing house. 


K. This advertisement was three columns wide by eleven 
and one-half inches long, and similar in general nature to 
advertisement D, with the exceptions that the headline was 
presented in very much smaller type, that less pronounced 
type was used all the way through the editorial, and that 
the content of the editorial was less prophetic. This adver- 
tisement possessed a much more dignified appearance than 
advertisement D merely because of its typography. 

F. This advertisement was five columns wide by four- 
teen and one-half inches long, and was especially novel in 


its headline and simple illustration. 


The lower half of the 


space contained copy in fine print, but the significant part 
of this advertisement was the headline, and a limited, though 


effective, illustration. 


G. This advertisement was six columns by fourteen 


inches in size. 


It possessed a terse, short, but novel and 


direct headline, and an unusual layout characteristic of the 


advertisements of this particular institution. 


In view of the 


high rating accorded this advertisement in these tests, it 
may be pointed out that this was an advertisement used by 
the Bankers Trust Company of New York City. It con- 


tained the headline “You, Ince.,” 


and at the time of its 


publication in 1931 enjoyed wide-spread favorable comment. 
H. This advertisement was five columns wide by fifteen 
inches long. At the left, it contained a column in which the 


names of the Directors were given. 


A relatively large 


white space predominated at the top, and the headline and 
copy were in very fine, dainty, and unusually dignified type. 
I. This advertisement was an advertisement of five 


columns by sixteen inches in size, and dealt with living 
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trusts. It contained an appealing headline and a small 
amount of copy in relatively large type. 

J. This advertisement was of full-page proportions. It 
contained a headline, and then a message of an editorial 
nature. 


Purpose and Method.—The purpose of this test was to 
measure the effectiveness of these advertisements as in- 
fluenced by their headlines. The investigator placed these 
on a table beside him, and then requested the various sub- 
jects to seat themselves, one at a time about four feet dis- 
tant from him. Each advertisement was held, in turn, by 
the investigator in front of the subject for three seconds. 
Before beginning, however, the subject was given the fol- 
lowing instructions: 

I have here several pieces of reading material. I would like you to 
read as much of each of these as you can and care to from where you 
are seated in the time allotted to you. 


After the subject had been given opportunity to observe 
each of these advertisements, the following question was 
then asked: 


Which of these would you care to read again, or of which of these 
would you care to read more? 


When this question was answered, the following was 
asked: 


Which advertisement would be your second choice if you were to 
read more of it?” 


The results of this test are shown in Table 1. 

Each advertisement was then given two points for first 
choice and one point for second choice and the points con- 
tained in the last column were tabulated. 


Results —This test was conducted solely to show that 
headlines and construction of advertisements have measur- 
able effects upon individuals. Advertisements A, H and I 
were undoubtedly weak and ineffective. Advertisements 
C and G, on the other hand, produced equivalent results on 
the basis of this scoring system, but advertisement G was 
probably somewhat stronger as evidenced by the fact that it 
had eleven first selections as contrasted with nine for adver- 
tisement C. 
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TABLE 1 
EFFECTIVENESS OF HEADLINES OF TEN ADVERTISEMENTS AS MEASURED RY 
THE REACTIONS OF THIRTY-NINE SUBJECTS 


Advertisement First Choice Second Choice Points 
A ] 0 

L 3 

) 9 

5 


B 
Cc ‘ 
D : 
E 1 
F 1 
G 11 
H ) 
I 0 
J z 


No choice 


The same test was used on a group of engineering 
students in a class in Elementary Economics conducted by 
the writer, and the results are shown in Table 2. 


Test No. 2.—Test No. 2 was designed to find out which 
of six advertisements used by the First Wisconsin National 
Bank of Milwaukee had the greatest attention-getting 
ability. These advertisements, all five columns wide and 


?The writer acknowledges the interest and co-operation of Miss Ruth Pearse, 
formerly advertising manager, First Wisconsin National Bank, in the conduct 
of this test. 


TABLE 2 
EFFECTIVENESS OF HEADLINES OF TEN ADVERTISEMENTS AS MEASURED BY 
THE REACTIONS OF TWENTY-FIVE SUBJECTS 
Advertisements First Choice Second Choice Points 

A I 

B 6 
C 8 
D I 
E 1 
F 3 
G 3 
0 

1 

0 

1 


2 
14 
18 

4 

2 
1] 
15 


~ 
—) 


bo Ww Wb 


Aen 
CS oo 


H 
I 
J 


No choice 


Prete 


4 


bo 
or 





THE BANKERS MAGAZINE 


ee EEE ETE TEI EIESEInIIIES III INI EESSSUE EE 


nine and one-half inches long except the last, were used on 
the same groups of summer school students and engineers 
as were used in the preceding test. Brief descriptions of 
these advertisements follow: 

The lower left-hand corner of this advertisement con- 
tained an illustration of a young lady at the wheel of an 
automobile. ‘The headline read, “Going Places,” and ap- 
es copy accompanied this eee ay 

. The left half of this advertisement contained a cut 
of a mechanic at work at a bench. The headline te 
“The best man in our shop,” and was accompanied by ap- 
propriate copy. 

3. This advertisement in the upper right corner con- 
tained a cut of a well-dressed business man writing out a 
Postal Telegram. At the left and across the top was the 
headline, “Closed Cleveland deal today.” ‘The accompany- 
ing copy was found in the center at the left. 

4. Advertisement four contained in the right half the 
cut of a dentist working on a patient. At the upper left 
was the headline, “More patience with patients,” and be- 
low this was the copy. 

5. The left two-thirds of this advertisement was domi- 
iad by the cut of a young lad, six or seven years of age, 
and across the top of the ady ertisement was the headline, 
“A fellow’s got to think of the future.” 

This advertisement was four columns wide by twelve 
inches long. At the left was the cut of a youth of some 
eight or nine years of age standing on his hands before 
his father, whose cut was in the upper right-hand corner. 
In a semi-circle across the top was the headline, ‘“Lookit, 
Dad! Can you do this?’ Copy was in the lower right- 
hand corner. 

The method followed in this test was the same as that 
in the preceding test, and the results are shown in Table 3. 

This test showed that advertisements 1 and 5 were much 
stronger than any of the others. Advertisements 3, 4 and 
6 were e: especially weak as compared with advertisements 1, 
2 and 5. Advertisement 4, that with the lowest rating, 
had ial two first selections and one second selection, and 
one of the first selections was made by a nurse. 

_ This test was used in similar fashion with the engineer- 
ing group, and the results are shown in Table 
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TABLE 3 
EFFECTIVENESS OF SIX ADVERTISEMENTS AS MEASURED BY THE REACTIONS 
OF THIRTY-NINE SUBJECTS 
Advertisements First Choice Second Choice Points 
1 12 4 
2 4 
é : 0 
y 1 
iz 
6 0 l, 
No choice 0 11 


39 39 


*In one instance, the subject had no preference in his second choice between 
advertisements five and six and credit was equally divided. 


Test No. 3.—A third test was also used on both of these 
groups. ‘The purpose of this test was to use different 
kinds of advertisements in order to illustrate the method 
which might be used in testing kinds or types of advertise- 
ments. Descriptions of the advertisements used in this 


test follow: 

A. This advertisement was five columns wide by nine 
inches long, and contained in large type one word. Be- 
neath this, in relatively small type was a sentence which 
read, “Steadfast adherence in each transaction to the sound 
principles of constructive banking.” ‘This was an adver- 
tisement of distinctly institutional nature. 

B. This advertisement was three columns by eleven 
inches in size, and was an advertisement distinctive of the 


TABLE 4 
EFFECTIVENESS OF SIX ADVERTISEMENTS AS MEASURED BY THE REACTIONS 
OF TWENTY-FIVE SUBJECTS 
Advertisements First Choice Second Choice Points 

1 4 3 11 

‘ 3 12 

4 13 

6 13 

19 


~ 
=>) 


» j 
6 ] 
No choice 0 


rere: 


ho 
i 


25 
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Bankers Trust Company of New York City. It contained 
solely a drawing of the Bankers Trust building and sur- 
rounding structures, including the New York Stock Ex- 
change, and the old ‘Treasury Building. This advertise- 
ment was also of solely an institutional nature. 

C. This advertisement was five columns wide by four- 
teen and one-half inches long, and was used co-operatively 
by a group of New York savings banks. It contained a 
cut of the minister of the Little Church Around the Corner, 
of New York City, and a quotation by this gentleman. 

D. This advertisement was five columns wide by seven- 
teen inches long. It contained no illustration or copy other 
than a presentation of a balance sheet of a New York City 


bank. 


I 


). This advertisement was three columns by ten and 
one-half inches in size. It was used by a savings bank, 
contained drawings of children at play, and the copy em- 
phasized this theme as an entrée to the sales message, 

F. This advertisement was four columns wide by twelve 
and one-half inches long, and was used by a large bond 
house. It contained a number of graphs illustrative of 
fundamentals underlying the bond market. 

G. The size of this advertisement was four columns by 
twelve inches, and it was distinctly an historical advertise- 
ment. It contained a narrative of an instance of history in 
New York City. 

Hand I. These advertisements were two of those which 
had received the lowest ratings in the first test described 
above. ‘They were included at this point in order to test 
recall on the part of those individuals who had seen them 
approximately one week before in the case of the summer 
school group. 

The procedure followed in this instance was the same 
as that used in the other tests, and the results are shown 
in Table 5. 

In this test, in addition to the questions asked in pre- 
vious tests, the question was also asked, “Have you seen 
any of these before?’ In reply to this question, four said 
they thought they had, but of these four, only one subject 
was able to select one of the advertisements seen before, 
and the advertisement selected was H. This question was 
not asked of the engineers. 
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TABLE 5 
EFFECTIVENESS OF NINE ADVERTISEMENTS AS MEASURED BY THE REACTIONS 
OF THIRTY-THREE SUBJECTS 
Advertisements First Choice Second Choice Points 
A 6 22 
B : 2 
Cc ‘ 
D 
E 
F 
G 
H 
I 


No choice 


a 
oOo 


mo or Oe 


© | 
— 
6S | 


With the exception of this one question which was 
omitted when this test was used with the group of en- 
gineers, the results are shown in Table 6. 


A pplication of Sampling.—These tests apply a method 


known in statistics as “sampling,” which is a process by 
which a small number of representative constituents of a 
given group is examined and the conclusion is drawn that 
very similar results would apply to the larger group. 
Sampling is based on the characteristics of large numbers 


TABLE 6 
EFFECTIVENESS OF NINE ADVERTISEMENTS AS MEASURED BY THE REACTIONS 
OF TWENTY-FIVE SUBJECTS 
Advertisements First Choice Second Choice Points 
A . 0 10 

B { 21/,* 8, 
Cc 

D 

E 

F 

G 

H 

I 
No choice 


25 


*One subject gave two second choices and credit was equally divided. 





THE BANKERS MAGAZINE 


Dee 


and may be readily applied to any group. The most im- 
portant essential of sampling is to obtain items which are 
representative of the larger group. 


What These Tests Show.—The tests described above 
demonstrate two facts: In the first place, it is possible to 
test the appeal of advertisements by such methods, and in 
the second place, they indicate the great differences with 
which groups and individuals react to the same theme. 
Tests of this kind, in order to be significant, should be veri- 
fied by a comparison of such results with the business di- 
rectly traceable to a particular advertisement by the usual 
methods of analyzing. It has been impossible in using 
the advertisements of different institutions as they have 
been used here to obtain such information, and in the in- 
stance in which a series of advertisements of one institution 
was used, no records were available concerning the returns 
on those advertisements, 

Examination of these various tabulated results demon- 
strates the great difference in appeal of advertisements of 
this kind from the standpoint of individual reader interest, 
and the manner in which different individuals react to dif- 
ferent appeals. In the first test with the summer school 
group, advertisements C and G stood out with equal pre- 
dominance, but as pointed out above, advertisement G with 
the headline, “You, Ine.,” had a greater number of first 
choices than advertisement C. When this test was applied 
to the engineering group, advertisement C stood out pre- 
dominantly with the highest number of first choices. Ad- 
vertisements G and B were almost equal in their reader 
appeal. An interesting fact is the difference in appeal 
between advertisement B with the engineers and advertise- 
ment B with the summer school group. This is probably 
accounted for by the fact that one might expect a group 
of men to evidence greater interest in life insurance than 
would be the case with a group containing many women. 

Test number two is an interesting illustration of three 
points. In the first place, one advertisement stood out 
distinctly in this instance, and this was the fifth. However, 
with the summer school group this advertisement gained 
more than twice as many points as with the engineering 
group, which result is undoubtedly due to the fact that the 
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feminine constituents of this summer school group re- 
sponded more readily to the fifth advertisement, and less 
readily to the third and fourth. 'The engineers responded 
equally to the third and fourth advertisements. The fourth 
advertisement had an especially large number of second 
choices ranking next to the highest in first choices. These 
high ratings for tests three and four can be accounted for 
only by the fact that the element of precision and exact- 
ness and the nature of the work in each of these advertise- 
ments probably had a greater appeal for engineers than for 
the members of the summer school group. 

The third test is instructive in that it further demon- 
strates the manner in which an advertisement of a_par- 
ticular type will appeal to special interests. ‘The first ad- 
vertisement in this set had the highest rating with the sum- 
mer school group, but was closely followed by advertise- 
ment F which contained several graphs. The high rating 
of this latter advertisement by the summer school group 
may be accounted for in part by the fact that its members 
had just been studying corporations and financial practice. 
The reaction of the engineers to this advertisement is illus- 


trative of a direct appeal to their interests, for it here 
scored twenty points. The particular balance sheet ad- 
vertisement used in this test had a low rating in both in- 
stances, scoring nine points with the summer school group 
and six points with the engineering group. 


Application to “Pre-Testing.’-—The method used in 
these tests might likewise be used in “pre-testing.” The 
advertising department might test copy or themes, at least, 
by having the advertisements prepared, and then using them 
on subjects. This might be done by using the employes 
of an institution, although there is a great drawback to this 
practice because just as in the tests above, a spontaneous 
reaction is not obtained, but only one which shows signs 
of premeditated opinion and the influence of daily contact 
with the work of a financial institution. More significant 
results may be obtained by using posters in the lobby or 
windows. For instance, if use of a given theme or of sev- 
eral themes is being contemplated, it or they might be pre- 
sented in several different manners on lobby cards, and 
someone might be designated to count the number of per- 
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sons who stopped to read each of these different lobby 
cards during a certain period of time while each is being 
displayed. Another method of accomplishing the same 
thing is to place each poster in turn in a window for a given 
period of time, and either count the people who stop to 
read it or else test it by offering a booklet or pamphlet 
upon request at the information desk or new account win- 
dow. ‘This latter method has in its favor the fact that 
the offering of a booklet and testing of effectiveness by the 
number of replies received is probably less expensive be- 
cause the booklets may be distributed and a record of the 
distribution kept by the new account teller or the informa- 
tion desk, thus reducing the expense of the test. 

A number of other groups may be used in pre-testing 
advertisements. Oftentimes an officer of the institution 
speaks before a small group and these groups almost in- 
variably enjoy participating in tests of this kind. Groups 
which visit the bank might be used as subjects for such 
tests, and a number of occasions of this kind constantly 
are available to executives in the merchandising department. 


Summary.—The testing of merchandising processes is 
a field which offers opportunity for merchandisers greatly 
to develop by means of research therein. The tenor of 
modern business is such that merchandising processes should 
be submitted to testing and analysis in so far as that is 
possible, and testing should be done not only after space 
is purchased, but the material and space should be tested 
before they are purchased and used. Media may be 
analyzed as to circulation, and appeals and themes may be 
tested by methods such as those described above. After 
the space has been used, a check should be made upon the 
media and materials in order to determine the effectiveness 
of each in conveying the message to desired persons. Test- 
ing of merchandising processes at the present time con- 
stitutes that phase of merchandising which is least de- 
veloped and in the future rapid progress should be made 
in measuring these processes more efficiently. 
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Can Liquidation of Closed Banks 
Be Improved ? 


By O. L. Datiy 


improvement of methods used in the liquidation of 

closed banks. Yet it is one problem to which he 
appears never to have given any thought. Liquidation 
goes along in the slow, hopeless confusion that it followed 
in the day of Cesar. 

Government insurance of deposits seems to have re- 
moved all immediate worry over the possibility of future 
bank failures, at least so far as most depositors are con- 
cerned. But it may not last forever. And certainly no 
sane person is going to predict a future free from bank 
failures. 

The downright misery which follows bank closings, espe- 
cially in small communities depending almost wholly on 
one bank for its existence, cannot possibly be told in words. 
It can be understood only by those who have gone through 
the experience themselves. And all through the long-drawn- 
out process of liquidation, the banker, perhaps entirely 
innocent of any wrong doing, is the butt of ill will, hatred 
and suspicion on the part of his fellow men. 

He is in part to blame. For some reason he has always 
been most secretive about the principles of banking, and on 
the average he has not permitted one person in a thousand to 
realize that deposits do not and never did represent cold hard 
dollars. And his depositor never stopped to learn or figure 
out that most of what he put in the bank was merely a 
credit based on the promise of some other individual, not 
the bank, to pay. And when the other individual fails in his 
promise and the bank is forced to close, the banker gets 
the blame. 

It is doubtful whether a very large percentage of the 
people could be made to understand bank credits. And it 
is impossible to predict what their reaction toward banks 
would be if they did understand. But it is certain that for 
some time to come, as long as banks fail, and people suffer 


Ni: one should realize better than a banker the need for 
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from the present process of liquidation, they will continue 
to fear bank failures. The big, and immediate problem, 
then seems to be to make liquidation a less painful process. 

In communities where the principal banking institution 
is forced to close, its liquidation is practically blocked by its 
own closing. The man who owes the bank cannot pay for 
the very simple reason that the man who owes him, or to 
whom he might otherwise sell some of his assets or services 
at a reasonable price, cannot pay and cannot buy because 
his “money” is locked up in the closed institution. The old 
economic law governing relationship between price and 
available medium of exchange takes a death hold on the 
entire community, and the market value of the assets of the 
closed bank immediately drops to practically nothing. If 
the bank liquidator seeks to sell the assets of its borrowers 
after suit and levy on execution, he likewise meets the same 
problem of finding purchasers in the community. 


REVERSING THE PROCESS OF BANK LIQUIDATION 


Perhaps a suggestion that bank liquidation is begun at 
the wrong end will be regarded as one bordering on in- 
sanity. But holding that thought in the back of our minds 
for a moment, let us look the proposition over. 

If it were possible to give the depositor the full value, 
or nearly the full value, of his deposit in the form of a 
piece of paper which he could use as a medium of exchange, 
even though with some restrictions, would he not be in a 
better position than he is at present when his bank closes! 
And if the liquidator could accept those forms of paper in 
exchange for assets of the bank which he wishes to sell, 
would he not have a better chance to find a purchaser at a 
higher price? And if some form of paper could be devised 
for general circulation in a community, would not the 
condition of the depositor and liquidator be still more 
improved? 

If you are willing to answer each of these questions in 
the affirmative, then why not try to find something which 
could be so used, and then devise a proper way to use it? 

I hesitate to make the next suggestion for fear that the 
reader will not follow me further. But if he is interested 
in the future of private banks and banking, he should at 
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least find reasons to reject this and then devise something 
better. 

Why not, immediately after the bank’s closing, issue 
liquidation notes, based on the appraised value of the assets, 
then pay the depositors and other creditors of the bank pro 
rata? Let the liquidator proceed with his work, accepting 
either the notes or cash in payment of debts or for assets 
which he has to sell. 

Perhaps an illustration would serve better to explain 
the idea. ‘Take a small bank in an average community. 
A run or any number of things might cause its doors to be 
closed with the following condensed statement of condition: 


ASSETS 
Cash on hand ... $10,000 
Loans and discounts, (including real estate mortgages) 400,000 
Real estate .... ! 20,000 
Building and fixtures 80,000 


$510,000 


LIABILITIES 
Deposits $300,000 
Capital stock 100,000 
Other liabilities 80,000 


Surplus.... 30,000 


$510,000 


This bank is not insolvent, at least on paper. But in 
the face of a run or the approach of a bank examiner, it 
might as well close its doors. And when the liquidator gets 
through with it, the banker might as well start peddling fish 
in a strange community. 

If the liquidator, however, under proper authority, 
might have the assets of the bank appraised and liquidation 
notes issued against the frozen assets, to sixty per cent. of 
their value, he would have $300,000, enough to pay off the 
depositors immediately. If he were authorized to issue up 
to eighty per cent. of their value, he would have enough to 
pay off the depositors and other creditors (and twenty 
thousand more, which should not be issued, besides his ten 
thousand cash on hand). 

The circulation of these notes would depend largely on 
their form and the authority under which they were issued. 
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If they were issued under Government authority, they 
would easily be a substitute for the lost bank credits. If in 
other forms, their use would be more curtailed. 

But it would give the depositors and other creditors 
something which they could easily pass to any debtor of 
the bank, and something which the liquidator could accept 
immediately in payment of debts or as payment for any of 
the assets of the bank which he might sell. Their use might 
be made so wide that they could be accepted as deposits in 
another bank or in a reorganized bank. (Except as dollar 
for dollar, they could not, however, be counted as a part of 
the required legal cash reserve on which credits are based, 
without encouraging dangerous inflation of bank credits.) 

As these liquidation notes come back into the hands of 
the liquidator, they should be retired. And when the affairs 
of the bank were ready to be wound up, the liquidator could 
then call in those still outstanding and redeem them with 
‘ash that he had on hand. 


OBJECTIONS TO THE PLAN 


There are, of course, many objections which might 
logically be raised to this plan. But is it worse than the 
present procedure / 

I have made no effort to go into the details which would 
have to be considered, such as set-offs, preferences, ap- 
praisals, form of notes, time allowed for liquidation, cost of 
liquidation and many other things. But those are only 
details, and if the plan generally seems to offer some im- 
provement over the present methods, those details could 
be worked out. I have my own ideas as to most of those 
problems, but in this article I hope only to interest some- 
one in the general scheme. 

For my part, I can see no reason why such liquidation 
notes could not be issued under authority of the Federal 
Treasury, almost in the form of a national bank note or 
Federal Reserve Bank note, distinguished, of course, in 
some of the smaller print as a liquidation note of a certain 
bank. If they were issued under proper regulation, the 
Government would be safe in promising to redeem them, 
on and after a certain date and within a specified time, in 
other lawful money of the United States. The tendency of 
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every other bank would be to work them back toward the 
community from which they came. And as other moneys 
‘ame into the hands of the liquidator, it would be his duty 
to redeem the notes with that money. 

In time, and most likely more quickly than banks are 
now liquidated, the affairs of the bank could be closed. 
The depositors and creditors of the institution would not 
have felt the shock of the failure as they do now. But when 
the notes, which had taken the place of their bank credits, 
were taken out of circulation, they would begin to suffer, 
not because they had lost so much in the bank closing, but 
because they had themselves used up their bank credits. 
They would feel the need of a new bank. And they would 
not be suspicious or resentful toward it, 

The issuance of bank notes is nothing new, although 
their issuance under the circumstances suggested may be 
without precedent. Before the establishment of the national 
banks, all banks issued their own bank notes. As a matter 
of fact, they may still do so, but a Government tax of ten 
per cent. on the notes makes their use prohibitive. This 
was set up at the time the national banks were established, 
in an effort of the Government to force other banks to take 
national bank charters and help finance the Civil War. 

Because of the danger of a recurrence of the abuses 
which existed in former years, it is probable that the tax 
should be retained to apply to operating banks. But the 
law could be amended to exclude banks in the process of 
liquidation. And if the Government could be induced to 
co-operate along the lines suggested, many of the banking 
difficulties of the country might be solved. 
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Educating a Nation on Banking 


Howarp WricHut HaAINEs 


BANK president attending the Washington conven- 

A tion last fall was asked by a treasury official what per 

cent. of our general public is well informed on bank- 

ing. The banker’s answer was: “One-half of one per 

cent. or less.” The official smiled and remarked, “Surely, 
more than that!” 

Another banker expressed the conviction that “more 
than half of the American people know the principal serv- 
ices of a bank.” Adding, “For that reason, our educational 
program is not as important as many would have us believe.” 

Two others had a feeling “It would take some years to 
properly educate the nation,” and finally a full dozen were 
warmly defending private opinions as to the type and cost 
of educational publicity most practical. None agreed. None 
based opinions on research—a fact all admitted before the 
session became too boisterous for a single hotel room. 

The government official then mentioned that the writer 
during the Wilson Administration had attempted a social 
study to determine what proportion of our population was 
informed on financial subjects. The bank president wrote 
for information. Upon being informed the original study 
was not fully completed due to the War, he urged that it 
now be finished. In order that late data might be included 
with the former totals it was suggested that we include in- 
formation from ten thousand loan applicants, representing 
various sections of society, being men and women of all ages. 
All of these applications stated whether the applicant had 
ever done business with a bank. The principal source of 
information, however, resolved itself into a conversational 
study. Dividing a city into sections such as exclusive resi- 
dential, second class homes, small outlying, rooming houses, 
industrial workers, tenements, colored and foreign, it is pos- 
sible for a limited number of workers to resort to evening 
alls, finding both husband and wife at home. Slightly more 
than 28 per cent. will not give out information, for various 
reasons. Averages are compiled only from those answering 
questions. Six hundred direct calls are included in our 
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figures. Seventeen years ago the totals indicate less in- 
dividuals were familiar with bank services, although at that 
time 54.7 per cent. of all individuals interviewed had some 
bank dealings, as compared to 45.5 per cent. having bank 
connections now, indicated by Group One, following. 

Those of us who have found interest in learning how 
much teaching we should do are not offering these figures as 
an average or as an example for those in other cities. We 
believe the figures will not differ greatly in large centers. 
We know we have solved one problem for ourselves and that 
is, more personal contact must be fostered between those 
inside our banks and those outside. We know our own em- 
ployes have been so dumbfounded to learn how very few of 
our customers realiy understand the inner workings or the 
services offered by a bank that all of us have redoubled our 
efforts to diffuse more financial information to the many we 
meet each day. 

We set out to complete definite figures by agreeing that 
we would place all individuals in Group One, Class One, 
who have a comprehensive knowledge of four or more serv- 
ices or departments offered by the average bank. Group 
One, Class One, may surprise some bankers. However, 
those who are as conservative in their estimates as the bank 
president who urged this survey should feel a rise of eight 
or nine degrees enthusiasm. Group One includes only those 
now or formerly doing business with a bank. 


GROUP ONE 


Class One, Those naming four or more services offered 
by banks, 92 per thousand (9.2 per cent.). 

Class Two, Those aware of only three services, 203 per 
thousand (20.3 per cent.). 

Class Three, Possessing knowledge of only two depart- 
ments (see Group Two for those naming less than two), 
477 per thousand (47.7 per cent.). 

Totaling Classes One, Two and Three, our study indi- 
cates 772 persons per thousand now or formerly use or used 
a bank. Sub-dividing this total 455 (45.5 per cent.) now 
have a bank connection, leaving 317 persons per thousand 
(31.7 per cent.) who formerly had a bank connection, but 
do not now. 
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Group Two and its four classes includes only those never 
having done business with a bank. 


GROUP TWO 


Class One, Those giving three uses for a bank (none in 
Group Two gave more than three correctly). 22 per thou- 
sand (2.2 per cent.). 

Class Two, Those mentioning two services, 156 per 
thousand (15.6 per cent.). 

Class Three, Those knowing only one service available, 
41 per thousand (4.1 per cent.). 

Class Four, Those having no conception of a bank's 
functions, 9 per thousand (0.9 per cent.). 

In other words 228 people per thousand (22.8 per cent.) 
have never done business with a bank. 

Some valuable and interesting figures have been ob- 
tained by separating reports for other purposes. For in- 
stance we were particularly interested in knowing how many 
individuals per thousand make a practice of reading bank 
advertisements. 27.1 per cent. said they “made a practice” 
of reading bank statements or display ads and _ practically 
all admitted they gained a valuable share of financial facts 
from this source. 34.5 per cent. said they did not “pay much 
attention” to bank advertising, but in talking to these in- 
dividuals we learned that a proportion of them unconsciously 
absorb such advertising. 38.4 per cent, fall into a definite 
class that do not or cannot read financial ads. 

A further segregation of reports consisted of breaking 
down the 45.5 per cent. now having a bank connection. 
Most of these individuals mentioned the name of their local 
bank. All reports mentioning their bank were separated 
from the others and then re-sorted into groups according 
to bank. That is, 210 did business with our institution; 327 
mentioned the name of a large national bank; 91 were doing 
business with a small outlying institution. We then found 
that certain groups had much better conceptions of banking 
than those in other groups. The 91, doing business with a 
small bank, seemed to be considerably above the average. 
We assumed the banker in the small institutions might 
have more time to know intimately his customers. How- 
ever, we also found a high average in the customers of the 
large national bank. 
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We then inquired into the methods being used by these 
outstanding banks to educate their customers. ‘These par- 
ticular two are using diversity of publicity and educational 
effort. Newspaper “displays have been running regularly, 
hammering on a series of services. Both the small ‘and the 
large bank said they had been dev eloping their own custom- 
ers by folders and letters by direct mail. The larger bank 
had gone in for billboards, radio and movie ads, but both 
had emphasized personal effort on the part of officials and 
employes to reach every active customer as well as the 
customer’s relatives and friends. The small bank had gone 
much further in pushing the friendly attitude of service and 
helpfulness. Its inactive directors and stockholders were 
at it. Each of these banks state that personal visits with 
customers have developed, retained and educated at least 
twice as many customers as were drawn by the geographical 
or convenient locations of their buildings. 

One institution, whose customers registered a much 
higher intelligence quotient than the average, told us of 
the use of one continuous type of “leader” publicity. This 
bank, for example, has advertised through the press con- 
tinuously for the past five years, but all it has mentioned in 
these ads has been loans. It has made its loan service ap- 
pear advantageous and highly developed. Applicants have 
been drawn from all parts of the city by this single service. 
But once contacted such applicants have quickly found 
themselves in need of other services, which officials, tellers 
and even bookkeepers in this successful institution are al- 
ways going out of their way to “sell.” “Strangely, this bank 
has never ceased to loan during the past five years” other 
bankers told us. They might have added that “Strangely, 
this bank is continuing with profits increasing.” It has been 
and continues to be only a matter of personal contact well 
directed. 

“And just what services did most folks mention?” a 
member of our clearing-house asked. Depositing, borrowing, 
change or cashing checks. Those topped the list. Advice, 
collections, bonds came next. ‘Trusts, foreign exchange, 
safety boxes, were well down, apparently little discussed. 
Throughout the study, the ability and willingness of most 
individuals to absorb information about modern banking 
impressed itself on us. As no two interviews demanded 
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quite the same information, the importance of these face-to- 
face chats with Mr. Public became more apparent. Eve- 
ning calls—begun as routine work—became pleasant social 
visits. Again and again financial questions arose on which 
our friends were misinformed. “I trust no bank,” declared 
one gentleman in his fifties. He had drawn $3000 from 
our own institution. The talk got around to how a bank 
aids the community. This gentleman had never had a clear 
picture in his mind regarding a bank’s operation. Nothing 
was said about his withdrawal until facts had been men- 
tioned to show that the public had lost less money in banks 
than in other enterprises. Then we said “Of course, banks 
could not go on aiding individuals and their communities in 
this way, if our customers drew their money.” 

A week later the $3000 account was reopened. Could 
any other form of bank education besides a personal visit 
have accomplished this? As long as a wide variety in age, 
education and walk-in-life exists, impersonal publicity is 
beset with great handicaps. There’s the salesman, who in 
all seriousness, told us the only use a “bozo has fer a bank 
is to plunk in his dough if he knows the management is 
good and get dough if the management knows he is good.” 
The sweet young lady who “simply won’t have another thing 
to do with bankers, because all they ever tell you on how 
to invest is ‘leave it here.” And the stoneworker who has 
chipped rocks so many years he thinks in terms of granite. 
He claimed he could tell a good bank “in harf a minute by 
just lookin’ at the buildin’.” Marble or granite, he asserted, 
were the banks he always picked. The better the rock, the 
better the bank. 

A strictly individual message for each of these folks. 
It is a widely mixed class—a difficult class—requiring the 
utmost in tact. We may well begin at once because of the 
number to be met. That number might be a bit appalling 
had we not learned that individually these folks are anxious 
to learn—that they are going forward—bless them! That’s 
the fact that brings us to attention with a snap. The Ameri- 
‘an banking system is making unmistakable progress. With 
it must come greater understanding of the needs of every 
citizen and greater knowledge on the part of the citizen of 
how his bank is meeting these needs. 





Scientific Account Analysis 
The Problem of Float 


By Freperick W. Herzen. 


This is the fifth of a series of articles on the scientific analysis of checking 
accounts. The first article appeared in the December number.—Eniror. 


SCIENTIST uses a microscope to assist in making 

more Clear those things not readily discernable to the 

naked eye. We can use exaggerated examples for 

very much the same purpose. Having once realized the 

importance a given fact might have, we can make propor- 

tionate comparisons with other factors in judging its true 
value in comparison to the whole. 

Inasmuch as the factor of float is so often underesti- 
mated in importance by so many bankers, we will resort to 
the use of exaggerated examples to clarify in our own 
minds the potential influence this factor has on the earning 
power of any account. 

Its importance can be appreciated when it is realized 
that it can be the cause of an account having less than no 
funds on deposit, as far as the bank is concerned, even 
though an analysis of the account shows that there are 
actually liquid funds on hand, available at the depositor’s 
demand. 

A case to illustrate such a contingency would be afforded 
by an account wherein the ledger record showed gross 
balances of $100,000 of which $90,000 was float or funds 
in the process of collection. In such a case there would be 
a realized or net balance of $10,000 shown as follows: 


Gross balance $100,000 
Less float 90,000 


Realized (net) balance $10,000 


Although there is actually $10,000 of balances in this 
account available for the depositor’s use, as far as the bank 
is concerned there is a deficit balance of $5000 which is 
shown as follows: 
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Gross balance... bes $100,000 
Less float es bee ys Gate Wire ie 90,000 


Realized or net balance — 1... $10,000 
Less reserve (15 per cent. of $100,000) 15,000 


Deficit balance ........ BIDE ys $5,000 


That deficit balance of $5000 would of necessity have to 
be supplied from the bank’s own funds if reserve require- 
ments for this account was to have been fully maintained. 
(Reserves in most institutions are computed on _ gross 
balances. For those institutions computing reserves on net 
balances, the manner of treating float on that basis will be 
fully covered in a subsequent article.) 

If this account had had a net balance of $10,000, the 
funds available to the bank would have been $8500 shown 
as follows: 

Gross _ balance $10,000 
Less reserve ; 1,500 


Available balance . $8,500 


The deposit of a $90,000 check requiring one day to 
collect would increase the ledger balance of this account 
to $100,000 but would reduce the balance available to the 
bank from $8500 to a deficit balance of $5000 or a net re- 
duction of $13,000 in available funds for the bank’s profit- 
able use. 

Inasmuch as we do not, figure available balances from 
day to day but in monthly averages, the status of this 
account might well change perceptibly in a short period of 
time because of a greater portion of realized or net funds 
on successive days. For the purpose of our illustration, 
however, we will confine our consideration of its status to 
a given day. It would be unreasonable to expect a bank to 
tolerate very long an account that would penalize the bank’s 
funds to such an extent. The elimination of the account 
would actually increase the bank’s available funds for 
profitable investment. 

If this account had had a balance sufficiently large to 
just supply its own reserve requirements and no more, the 
ledger balance would have amounted to $105,900 gross, 
shown as follows: 
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Gross balance. shasclocesjacespOS-900 
BUG THORN. 5.0.0 x-.02, EE RTS 


Realized or net balance..... vsceees $15,900 
Reserves (15 per cent. of $105,900)... 15,900 


Available to: bank.........::.....4..4...; . —o— 


A gross balance, of $105,900, $90,000 of which repre- 
sented float, would be just sufficient to supply its own re- 
serve requirements but not enough to afford any balance 
with which the bank could earn an income. 

While it is true that had this $90,000 been one check, 
there would have been a charge of 31% cents entered against 
the account, there would also have been a 3% cent 
charge if the check amounted to only ten dollars. This 31% 
cents, which is a handling cost of the physical item repre- 
sented by a piece of paper, can in no way be considered as 
compensation for services, the value of which must be con- 
sidered in relation to the amount of funds represented. <A 
bank is entitled to a profit in proportion to the amount of 
funds involved. The Government charges more for the 
transmittal of a $100 money order than it does for one of 
$10. 

A profit factor, based on balances, fits in very well for 
the establishment of balance requirements, or alternate 
charges, for this type of banking function. This is a type 
of function that the padding of expense items, previously 
mentioned, could not possibly cope with, inasmuch as it 
would be extremely difficult, if not impossible, to adjust the 
charges for the varying factor of item values. 

Just how large would the gross balances in this account 
have had to be to produce our 1 per cent. profit? A gross 
balance of $150,000 would have made this possible, illus- 
trated as follows: 


Gross balance.. $150,000 
Less float......... 90,000 
Realized balance $60,000 
Less reserves...... 22,500 


Available balance... $37,500 
Will yield at 4 per cent. 
1 per cent. of $150,000 
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_ Services, entailing the custodianship of funds and the 
responsibility of having them at all times available on de- 
mand, which is a primary function of commercial banking 
and one that is indispensable to the users of commercial 
bank services, should have its value closely linked to the 
amount of funds involved. A similar service to a lesser 
amount of funds would hardly be as valuable to the re- 
cipient nor entail the same amount of risk and expense on 
the part of the bank. 

As far as the equity of such a profit expectation and its 
reasonableness to the depositor goes, a few illustrations at 
this point would probably not be amiss. 

In computing our profit ratio of 1 per cent. we are bas- 
ing it at 1 per cent. per annum or but 1/365th of 1 per cent. 
per day. There are few businesses that would figure so 
closely on profit possibilities and still consider that the 
margin was adequate for the safe conduct of their affairs. 

If we had bargained with an individual for the collection 
of an item and our terms were stated as “For the collection 
of a one day item we will require the use of the funds, when 
collected, for one day,” in all probability the terms would 
not seem exorbitant. On the terms we do use, however, 
such an arrangement would not only allow us to reimburse 
ourselves for the services rendered but produce a surplus 
of income for the payment of additional services the deposi- 
tor might require. 

If the depositor of the $90,000 item would allow the 
funds to repose in the bank for one full day after collection, 
the aggregate balance in his account for the two days would 
have amounted to $180,000, without considering any other 
funds but this one item. This amount would produce the 
required profit and also an additional $1.97 toward the pay- 
ment of any other services the depositor might need. Illus- 
trating this statement we have: 


Gross balance Ist day $90,000 
Gross balance 2nd day .... 


Two day aggregate balance $180,000 
Less float (1st day).. 90,000 


Realized or net balance $90,000 
Less reserve (15 per cent. of $180,000) 27,000 


Available balance. $63,000 
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Will yield at 4 per cent. $6.90 
1 per cent. on $180,000. 4.93 


Excess over requirements . $1.97 


It is believed that the foregoing illustrations will indi- 
cate that a bank would not be exorbitant in its requirements 
in expecting a 1 per cent. profit. Of course, if that per- 
centage of profit was deemed either too high or too low, the 
same principle as here outlined could be used to produce 
either a larger or smaller rate of return to the bank. The 
principle governing the amount of profit is the same here 
as it was in the case of expense items which is to base them 
on the amount of balances required to support a given 
activity. It allows the banker to treat, not only all accounts, 
but all phases of an account, on the same equitable plane. 

Stipulating balance requirements for float lends itself 
as readily to charting as does that for factors of expense. 
It too is merely a mathematical equation and for the com- 
bination of factors here used would amount to 66 2/3 cents 
of realized balance for each dollar of float. 

Figure 8 illustrates such a table which specifies the free 
balance requirements for various amounts of float. This 
table is based on the same factors employed and the data 
thereon is expressed in the same manner as on previously 
illustrated tables. In the first and each alternate column is 
recorded the amount of float. These float figures are desig- 
nated in thousands of dollars, i. e., the first figure of the 
first column (1) signifies one thousand dollars of float. In 
the second and each alternate column is shown the free 
balance requirement for the amount of float in the preced- 
ing column opposite which the required balance appears. 

In those accounts that we have here considered, the float 
factor amounted to a one day equivalent of $24,500. Inas- 
much as float is designated on our tables in thousands of 
dollars only, the simplest way to ascertain the free balance 
requirements for the $24,500 of float would be to refer to 
the amount of $245,000 (shown as 245) and point off the 
resulting requirement shown, one place to the left. The re- 
quired balance for this amount is $163,300. Inasmuch as 
$245,000 is ten times the value of $24,500, the resulting 
balance requirement will also be ten times the value of the 
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balance actually required and it will be necessary to reduce 
this amount to one-tenth in value which, as stated, is accom- 
plished by pointing off one place to the left, resulting in a 
required balance of $16,300. 

Adding this amount to the amount of the float we 
would have the gross balance requirement for these ac- 








23 counts. The following computation proves this claim: 
ae | a | $24,500 
ee Plus requirement 16,300 
3 Total gross balance $40,800 
Gross balance ; . 40,800 
oy Less: 
3g Float..... ..... $24,500 
: Reserves. 6,100 30,600 
Available balance $10,200 
3 Will yield at 4 per cent. $1.12 
is 1 per cent. on $40,800... 1.12 


649 
8 


Combining All Factors.—It will now only be necessary 
to combine the balance requirements for all factors used to 
find the total balance requirements for an account utilizing 


FIGURE 





| as much service as did each of the three accounts used in 
| our illustrations. 
: COMBINED REQUIREMENTS 
; Float ENG eee de .... $24,500 
: Float requirement 16,300 
102 items at 314¢ 54,300 
94 items at 214¢ .... 35,700 
25¢ maintenance cost 3,800 
Total requirements $134,600 


Establishing a Charge-—Having brought the analysis 
to this stage, our next step would be to compare the gross 
balances maintained (the price voluntarily paid by the de- 
positor) with the predetermined amount that should have 
been maintained (the bank’s selling price for the services). 

The resulting deficiency balances as previously deter- 
mined for the respective accounts were as follows: 





Account Number One.. $67,200 
Account Number Two 19,600 
Account Number Three —0— 
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Account numbers one and two were deficient in balances 
signifying the need of making a charge to them. To 
compute the charge to these accounts in the manner pre- 
viously illustrated would be a cumbersome method. The 
method served very well as an illustration of the principle 
employed but for actual analysis work, where there will be 
a great number of accounts to analyze, it would be too in- 
efficient for our requirements. 

The proper charge to be made in the event of a defi- 
ciency balance lends itself as readily to charting as does 
each of the other factors so far illustrated. 

A table for the purpose is illustrated in Figure 9. On 
this table, in the first and each alternate column, are bal- 
ances, shown in thousands of dollars, which represent 
balance deficiencies; in the second and each alternate 
column are the amounts of charge to be made for each 
balance, opposite which the respective amounts appear. 

Balances on this table being designated in thousands 
only, it will also be necessary to point off resulting charges 
one point to the left when using the thousand dollar balance 
to determine the charge for the hundred dollar balance as 
was done in our previous illustrations. 

Account Number One having a deficiency balance of 
$67,200 we would refer to the balance of $672,000 (shown 
672) on this table. The designated charge, like the amount 
to which it applies, being ten times greater than the result 
desired, it will be reduced to one-tenth of its value by point- 
ing off one place to the left, reducing the charge indicated 
from $62.60 to $6.26. This is the correct charge to be made 
to Account Number One. 

In the same manner the charge for the deficiency bal- 
ance of $19,600 in Account Number Two is found to be 
$1.83 and which is also the exact amount previously deter- 
mined to be the correct charge to be made to this account. 

Being in possession of the necessary data and the re- 
quired tables with which to translate the data into balance 
requirements, anyone, with the ability to add and subtract, 
could accurately analyze any account in less than a minute. 

Any account, wherein the balances were found to be not 
greater than those required, could be similarly analyzed 
with these tables if the factors used applied to the par- 
ticular bank in question. 
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First National Bank, Mt. Vernon, N. Y. Chas. A. Holmes, Architect, New York, 
formerly of Holmes and Winslow. 


We have so far considered only accounts wherein bal- 
ances were either deficient or just sufficient for require- 
ments and no more. There are other types of accounts and 


they can, of course, be as logically analyzed as have been 
the foregoing ones. 
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OFF TO THE NATIONAL CONVENTION! 
Asbury Park, N. J. & June 7th and 8th 


Early in June, all roads lead to the National Safe Deposit 
Convention to be held at that delightful summer resort, 
Asbury Park, N. J.—and reservations have been made at 
the Berkeley-Carteret to accommodate all comers. 


Safe deposit and bank men and women all over the 
United States are invited to attend. Plan now to be 
among those present. Jot the date down on your desk 
pad—June 7th and 8th! 


Your host this year is the New Jersey State Safe Deposit 
Association. 
Convention Committee 


This advertisement prepared by Ferns, Anderson, Inc., bank advertising, New York 





How to Obtain Bank Costs 


Distribution of Other Income 


By E. S. Woo.Ley 


¥ 


President, E. S. Woolley Corporation, New York 


This is the fifth of a series of articles on bank cost accounting. The first 
article appeared in the December number.—Eprror. 


as is shown on Exhibit F it is necessary to credit each 

department with its correct proportion of interest and 
other income and to charge it with its expenses. Items of 
“other income” will include such accounts as: 


‘ obtain a departmental profit and loss account such 


Service charges—commercial department 
N. S. F. and overdraft charges 

Stop payment orders 

Exchange collected 

Fees, cashiers’ checks and drafts 
Collections on drafts, etc. 

Coupon collections 

Contract collections 

Service charges—small loans 

Past due note penalties 

Closed account charges—savings department 
Commissions real estate mortgages 
Commissions stock and bonds sales 
Safe deposit rentals 

Safe-keeping charges 

Rent building 

Credit ratings 

Escrows 

Cashing checks on other banks 
Endorsement stamps 

Imprinting and special checks 

Lost passbooks 

Income and expense other real estate 


There are other non-banking services such as clerking 
sales, mortgages, etc. Such items as these will be credited 
as “other income” to the department in which the person 
performing the service is employed. Naturally, before 
“other income” can be distributed to the departments, it is 
necessary to know what that income consists of. Therefore, 
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if this is not already divided on the books, the account must 
be analyzed. 

A columnar sheet headed in a manner shown on Exhibit 
G may be used. After this analysis has been completed, 
the total of each class of income will be credited to the 
various departments as indicated here under their respective 
headings. 













SERVICE AND ACTIVITY CHARGES; N. 8S. F. AND OVERDRAFT 
CHARGES; STOP PAYMENT ORDERS 


Naturally, each of the above will be credited to the com- 
mercial department. They need no explanation. 






































ENDORSEMENT STAMPS; IMPRINTING AND SPECIAL CHECKS 








As a rule, the bank does not make any profit on these 
items, but merely charges them to the depositors at cost. 
Therefore, they should not be considered as “income” but 
the amounts collected should be credited to the accounts to 
which the items were charged when purchased. For this 
reason, it is preferable to post them to a special account in 
the ledger. 


FEES, CASHIERS’ CHECKS AND DRAFTS; COLLECTIONS, SIGHT 
DRAFTS, COUPONS, CONTRACTS, ETC. 





In the smaller banks, checks and collections can be 
handled through one department. The portion of the em- 
ployes’ time occupied in these duties will be charged, and 
the income credited to that department. However, if the 
volume of the checks, drafts and collections is even too 
small to warrant this much segregation, then the income 
should be credited into the department where the person 
handling them is employed. As a matter of fact, all the 
above items are expensive items to handle, therefore the 
profit or loss thereon should be as accurately stated as is 
practical for the individual bank, 

As will be seen in a later article, no particular work is 
involved in keeping these costs separately. The income 
must be credited to the department to which the costs are 
charged. 
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SERVICE CHARGES—SMALL LOANS; PAST DUE NOTE PENALTIES 


It has been claimed sometimes that the above items 
should reduce the investment and loaning costs. This 
method, however, is not correct. If books are kept on the 
right basis so as to reveal the true facts, nothing can be 
credited to any expense account which has not previously 
been debited there. Then only up to the amount which has 
been previously debited. Otherwise the particular expense 
would show a lesser amount than had actually been ex- 
pended. If the argument that such items should be credited 
to costs were correct, then bookkeeping would be back 
where it started. One account only would be necessary. 
All expenses would be debited to it and all income credited. 
The final net profit figure would be the same, but, to say 
the least, it would not be very revealing to management. 
Service charges on small loans and past due note penalties 
are part of the income produced from the loans. The in- 
come from the loans belongs to those who have loaned the 
money. ‘Those who have loaned the money are those whose 
funds are invested in the earning assets. Therefore, these 
items should be spread among the departments in the ratio 
of the funds invested in the earning assets. They should, 
however, be kept in separate accounts and not included in 
the interest account. They are not interest, and if included 
in interest they would destroy the effective rate for com- 
parative purposes. ‘The amounts, however, can be added 
to amount of interest for the purpose of computations, in 
the same way as the interest on cash reserves and intangible 
taxes are handled. This method was explained last month. 


CLOSED ACCOUNT CHARGES—SAVINGS DEPARTMENT 


Obviously, these will be credited to the savings depart- 
ment. 


COM MISSIONS—-REAL ESTATE MORTGAGES 


For the same reason as that which is explained under 
“Service Charges—Small Notes,” these commissions will be 
spread among the departments in the ratio of the funds 
invested in the earning assets. The cost of mortgages like- 
wise will be included in the investment and loaning costs. 
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If a separate real estate mortgage department is main- 
tained, a profit and loss account of the department as an 
entity can be obtained separately by crediting it with the 
commissions and interest from mortgages and charging it 
with all the mortgage expenses. 


COMMISSIONS SALE OF STOCKS AND BONDS 


If there is a bond department, and these sales are 
handled through that department these commissions would, 
of course, be credited to it. If there is not a bond depart- 
ment, the commissions have probably been earned by one of 
the officers. In the smaller banks, these commissions are 
usually so incidental that any attempt made by the officers 
to segregate the time occupied in earning them would be 
impractical. The time of the officers would probably be 
charged principally to investment and loaning costs. There- 
fore those commissions may be spread to the departments in 
the same ratio. This is not technically correct, because the 
commissions have no relation whatsoever to the invested 
funds. Nevertheless this is one of the instances where prac- 
tice does not warrant too strict an adherence to the technical. 


SAFE DEPOSIT RENTALS; SAFE-KEEPING CHARGES 


The safe deposit rentals naturally are all credited to the 
safe deposit department. Unless a bank has sufficient safe- 
keeping to warrant a distinct safe-keeping department the 
safe-keeping should be handled in the safe deposit depart- 
ment. Actually smaller banks are much better off if they 
refuse safe-keeping entirely. They never can hope to collect 
sufficient fees to make it pay. Briefly credit for any safe- 
keeping fees should be given to the department where they 
are handled. For example, if safe-keeping is handled by a 
savings teller, then the savings department should receive 
the credit for any fees collected. 


RENT OF BUILDING 


A separate department should be made of the building. 
It should be credited not only with outside rentals, but also 
with rent on bank occupied quarters, the latter figure going 





D LISIHNG 



































ea) 
Z 
N 
< 
oO 
x 
= 
70) 
jaa) 
zs) 
4 
Z 
< 
ica) 
ca] 
c 
be 























ZJWOONI YIHLO JO SISATYNY 





Tee ee eel 


THE BANKERS MAGAZINE 


into the bank expenses as explained under “Use and Occu- 
pancy” in the article dealing with the “distribution of ex- 
penses. 

CREDIT RATINGS 


The statements made under “Commissions—Stocks and 
Bonds” and “Small Loan Service Charges” apply with equal 
force to “Credit Ratings.” The item is usually of such minor 
importance in the smaller banks that any great amount of 
work in departmental distribution would be unwarranted. 
Even in banks where a credit department is maintained the 
fees also should be spread in the ratio of invested funds. 


ESCROWS 


If possible, escrows should be turned over to the trust 
department. In the smaller cases where this is not practi- 
cal, the escrow fees should be credited to the department 
employing the person handling them. 


CASHING CHECKS ON OTHER BANKS 


The exchange received for this service should be col- 
lected as the items are cashed. ‘Therefore they will appear 
on the tellers’ blotters daily. When books are kept on a 
departmental basis they will be posted to accounts titled 
“Exchange Collected Commercial,” “Exchange Collected— 
Savings” or to the department collecting them. If they have 
all been posted to the same account on the ledger, the infor- 
mation is still obtainable from the blotters. If it is not 
desired to check over the blotters for a year, it can be done 
for a month and the year’s fees split in the ratio of that 
month. 
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LOST PASS BOOKS 


To the department making the charge. This information 
is obtainable from the tellers’ blotters. 


INCOME AND EXPENSE—OTHER REAL ESTATE 


For the departmental profit and loss account, building 
and other real estate can be combined into one main column. 
The items can be shown separately in that column as seen 
by an examination of Exhibit F. 





EXAMINATIONS - SYSTEMS - TAXES 
FOR 


Banks and Trust Companies 
McARDLE & McARDLE 
ACCOUNTANTS AND AUDITORS 
Forty-Two Broadway, New York City 


Exhibit F.—This statement is an actual departmental 
profit and loss account of a bank with approximately $5,- 
000,000 in total footings. It will be noted that all the 
operating departments resulted in a loss. Or at least the 
profit was so insignificant that it meant nothing. When a 
savings department of $2,500,000 only makes a profit of 
$878.69 in a year it might just as well be a loss. This 
particular bank’s officials looked at the capital stock and 
thought it had earned 5 per cent. even this year. The 
capital stock, however, was only about one-third of the total 
stockholders’ funds. They were realizing therefore only 
1 2/3 per cent. returns. This point is frequently over- 
looked. The surplus and undivided profits are just as much 
stockholders’ funds as is the capital stock. 

The bank stockholders are entitled to a return on the 
sum of the three. ‘The only way they can get this return is 
from operations. Moreover the operations must also supply 
the buffer for lean years, such as the year shown here. The 
only way these things can be accomplished is to sell all 
banking services at more than cost. There are only two 
ways of doing this. Either raising individual selling prices 
in accordance with individual costs, or else keeping the 
individual costs at less than established selling prices. 
Kither method is impossible unless costs are known. 
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futility of uncontrolled credit. It 

has demonstrated clearly how the 
free expansion of credit may contribute 
to the upbuilding of a financial and in- 
dustrial structure which must eventually 
fall of its own weight and wreck a na- 
tion. Volumes have been written, end- 
less speeches made, and hours of re- 
search employed, to prove that the loss 
and suffering which our people have 
experienced during the past five years 
have been caused by technical develop- 
ments, by industrial changes, and by 
overproduction. Yet, with all their im- 
plications, no such disaster would have 
come except through the tremendous 
expansion, followed by the contraction 
and almost absolute destruction, of 
credit. 

The causes of this contraction and 
destruction may be many but there is 
one which is all important and that is 
that it was built up so high and so fast. 
We speak here more particularly of 
bank credit which, under our system, is 
the foundation and the progenitor of all 
other credit. 


Tie depression has taught us the 


ELASTIC CURRENCY NECESSARY 


Bank credit has come during the past 
century to be the currency, and, in fact, 
the money of business. Economists 
formerly taught that money was the 
medium of exchange. They went out 
of their way to define money as dis- 
tinguished from instruments of credit 
but today, under normal conditions, the 
use of actual currency is comparatively 
limited. So much is this so that the 
machinery of banking is constructed so 
that the currency in circulation is auto- 
matically increased or diminished to suit 
the immediate needs of business. If it 
were not so, currency would become at 
times a burden to the banks and at other 
times there would be a scarcity. 


That was fully demonstrated prior to 
the creation of the Federal Reserve Sys- 
tem, when a fixed amount of currency 
in circulation resulted at times in a com- 
plete derangement of the banking busi- 
ness. Those whose memories go back 
that far recollect that at times the banks 
of New York and Chicago would be 
loaded with actual currency, that is, dol- 
lar bills and other small denominations, 
and interest rates would be low. Then 
would come crop moving time and the 
currency would be drawn to the farm- 
ing districts, leaving the New York 
banks with hardly any currency and it 
would be difficult to supply depositors 
with enough small denominations for 
payrolls. This resulted in shortage of 
reserves and high interest rates, some- 
times more than 100 per cent. The es- 
tablishment of the Federal Reserve 
banks corrected the situation by provid- 
ing an automatically regulated currency 
which expanded and contracted with the 
needs of business. 


BANK CREDIT THE PROBLEM NOW 


That being the case, that is, that bank 
credit is the currency, the medium of 
exchange, the money of business, we 
must see to it that bank credit is prop- 
erly regulated and does not completely 
derange the banking business. That is 
what it has done during the past ten 
years. The regulation or limitation of 
bank credit is, therefore, the problem 
which confronts us. How to do it and 
still utilize the system which we have 
with proper adjustments, is the task. 
Most writers on the subject make an 
admirable start by laying down rules as 
to loans and investments made by banks, 
but unfortunately there they stop. 

A bank has two primary functions; 
one is taking in ‘deposits and’ paying 
them out,’in the course of which’a cer- 
tain amount is lodged with it. ~The 
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other function is to loan or invest that 
certain amount which is lodged with it. 
Now we will assume that a banker loans 
all he can according to the aforesaid 
regulations and still has idle funds which 
he cannot use. What will he do then? 
He will either loan or invest the sur- 
plus without regard to those regulations 
or he will have to stop receiving more 
deposits. Instead of entirely stopping 
the receipt of deposits, suppose he be- 
thinks himself of another good rule and 
only takes deposits which are entitled 
to be received. He will say to de- 
positors: you can deposit with me your 
current funds but your investment funds 
you should invest for yourself. If he 
did that he would have little trouble in 
employing all of the deposits which he 


receives. 


SEPARATION OF CURRENT AND 
INVESTMENT FUNDS 


Here is the kernel of the problem. 
Namely, a banker, that is, what is com- 
monly known as a commercial banker, 
should confine his loans to commercial 
self-liquidating loans and in turn he 
should confine his deposits to current 
or commercial funds; funds which nat- 
urally are being turned over and used 
in commercial transactions or the daily 
receipts of salaried or professional men; 
funds which would be carried in the 
cash drawer or in the pockets of the 
depositors if there were no banks. 

That was the original purpose of a 
commercial, or as formerly known, a 
discount bank: to receive and hold the 
current funds of those who had a sur- 
plus and make them available to those 
who needed them through the medium 
of discounts. This theory of a bank was 
so well held and considered so funda- 
mental in the past that when trust com- 
panies were first established in New 
York State they were prohibited from 
discounting notes to keep them out of 
that line of business. They were con- 
sidered more as investment institutions 
and the purpose was to keep them out 
of the strictly banking business. They 
were supposed to carry larger accounts 


and were privileged to pay interest on 
their balances. It was the gradual in. 
vasion of the banking field by the trust 
companies which forced the discount 
banks to pay interest on their deposits, 

The successive steps by which our 
old time discount banks changed their 
character followed in quick succession, 
The payment of interest was soon fol 
lowed by the introduction of time de 
posits by the state banks. From putting 
checking accounts on a time or delayed 
basis was but a step to the receipt of 
savings accounts by discount banks, thus 
invading the field of mutual savings 
banks. Here again the banking busi- 
ness took a hurdle over one of the old 
time precautionary laws of banking 
which provided that no bank other than 
savings banks should receive or adver- 
tise the receipt of “savings accounts.” 
This provision was, I think, definitely in 
the New York and New Jersey statutes, 
and also in many New England States, 
at least by implication if not literally. 
The law was at first gotten around by 
calling them “thrift accounts” or “in- 
terest accounts,” or other ingenious 
names. The interest rates paid were 
gradually increased to 3 per cent. and 
4 per cent., and even 4!/7 per cent. and 
5 per cent. in some localities. 


GROWTH OF TIME DEPOSITS 


The rapid growth of these savings ac 


counts in state institutions soon at- 
tracted the attention of national banks, 
who had to meet the competition for 
deposits but on account of their more 
rigid reserve requirements, they could 
not pay such interest rates as state banks 
and trust companies could. Therefore, 
when the Federal Reserve Act was un 
der consideration, and as it made funda: 
mental changes in the whole reserve 
carrying method of the national banks, 
a differential was made in favor of time 
deposits in the member banks. The re’ 
serve requirements for time deposits 
were reduced to 3 per cent. as compared 
to 7 per cent. and 13 per cent. for de 
mand deposits. 
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This gave an impetus to time deposits 
in national banks all over the country 
and enabled them to compete on more 
favorable terms with state banks. It 
laid the foundation for inflation and 
made possible the great increase in bank 
deposits succeeding the establishment of 
the Federal Reserve banks. It brought 
a great volume of investment funds into 
the current funds market and forced 
commercial banks to seek investments 
of more permanent forms in order to 
enjoy higher interest rates. 

The doctrine was preached that it 
was logical to invest the time or sav- 
ings accounts in the more permanent 
forms of security just as mutual savings 
banks did. The parallel, however, was 
not complete as mutual savings banks 
carry only investment funds and only 
time deposits and when they avail them- 
selves of the delayed withdrawals they 
impose it on all accounts and not on 
half of them. Therefore, when a mu 
tual savings bank takes advantage of 
the delay it is safe, whereas a commer’ 
cial bank advertises its distress when it 
takes advantage of the delay and the 
demand accounts are withdrawn. 

So much for the immediate effect on 
the individual bank of time deposits, 
but the ultimate effect on the total situa- 
tion of the tremendous increase in de- 
posits is far more important. It means 
rising prices, more deposits, and infla- 
tion, the experience of the 1920's and 
the deflation of the 1930's. 


CREDIT AND GOLD 


If a banking system can be devised 
which, while serving the business and 
industrial community, will not lead it 
into a similar situation, then the prob- 


lem will have been met. For it is the 
writer's opinion that if credit can be 
properly controlled, most of the ills and 
ascribed causes of depressions will be 
eliminated. Uncontrolled expansion of 
credit raises prices, encourages the in- 
crease of plants and the establishment 
of new plants and factories, which draw 
laborers from their old forms of employ- 
ment into new and when the inflation 
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ceases and contraction sets in, those 
laborers are left flat in new surround- 
ings and unable to provide for them- 
selves and families. 

The increase in credit and the con- 
fidence it breeds makes the use of gold 
almost unnecessary and the gold prob- 
lem disappears. Then, when the con- 
traction sets in, confidence disappears, 
people want gold instead of credit in- 
struments and the gold problem is with 
us again. We are cautioned by econo- 
mists about the scarcity of gold and fall- 
ing prices and advised to have a dollar 
with a fluctuating gold content but the 
real cause of the fluctuations in price 
level is the plenitude or scarcity of the 
credit dollar as reflected in deposits in 
our banks. 

The fluctuations of the price index 
number are given as evidence of the 
fluctuation in the value of gold. For 
instance: taking the price index of the 
period 1910-14 as 100 per cent., it rose 
by 1920 to 225 per cent. Again taking 
1926 as 100 per cent., then the price 
level in 1920 is represented by 154 per 
cent., 1921 as 97.6, 1925 as 103.5, 1929 
as 96.5, 1931 as 73; and 1933 as 65.5. 

It is absurd to suppose that these in- 
dex numbers represent the fluctuations 
in the value of gold. In the price, per- 
haps, but not in the real value as meas- 
ured by what the jewelers and the arts 
would appraise it at. If we are going 
to consider gold as a commodity, then 
we must make our calculations by the 
same methods and take into considera- 
tion the same influences that we would 
in analyzing commodity values. With 
them we consider the demand as well as 
the supply. The supply of gold cer- 
tainly has not varied as indicated by the 
indexes quoted but the demand has 
changed due to the expansion or con- 
traction of credit. Certainly the de- 
mands of the war period were the causes 
of increases in commodity values, and 
not the abundance of gold. These war 
demands were strongly supplemented by 
the increase in credits as evidenced by 
government bond issues and increase in 
deposits of banks. 
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CREDIT AND PRICES 


That the increase in bank credit is 
the most potent force in raising the price 
index is what has already been said and 
we must repeat that the increase in bank 
credit, which is confidence in the last 
analysis, makes almost unnecessary the 
use of gold in daily transactions and we 
think we have a surfeit of gold. Let 
this confidence slacken and at once there 
is more demand for gold and we have 
an apparent scarcity. 

What I am endeavoring to prove is 
that the wide fluctuations in prices can 
never be corrected by varying the gold 
content of the dollar but must be cor- 
rected by steadying the amount of bank 
credit outstanding. That gold has in- 
creased in relative value during the past 
four years is not disputed. In the nature 
of things that would be so, but I do not 
believe that the increase in the relative 
value of gold was the original cause of 
the disaster, nor do I believe it to be 
permanent. Bond issues, before and 
since the war; international debts, es- 
pecially those with the United States; 
and import restrictions have been so out 
of proportion to all other things and 
especially out of proportion to existing 
wealth and income, that it is virtually 
impossible to estimate causes or effects. 

The segregation of the gold holdings 
of the country and the revaluation of 
the dollar by President Roosevelt was 
absolutely necessary but, in my humble 
opinion, not because gold had perma- 
nently increased in purchasing power or 
relative value but because the debts re- 
sulting from the war and from wild 
expenditures and bond flotations during 
the period of inflation had saddled in- 
dustry and labor with a burden they 
could not bear. The only answer was 
to cut that burden in two. 

The debts and bond issues resulting 
from the war could not be avoided but 
those issued during the period of in- 
flation could have been largely avoided 
as they were made possible by the un- 
necessary increase in bank credit. The 
unnecessary increase in bank credit 
would have been largely avoided if com- 


mercial banks had not been encouraged 
through legislation and custom to take 
on time deposits, which I like to call 
investment funds. 


TWO CLASSES OF BANKS NECESSARY 


This brings me to the purpose of this 
paper, which is to offer a plan for an 
ideal banking system which will avoid 
the violent increases and decreases in 
bank credit which is the most potent 
cause for increases and decreases in the 
price level. The ideal banking system 
would first separate the strictly banking 
business from the investment business by 
having commercial banks carry only non- 
interest bearing demand deposits subject 
to check and leave interest bearing time 
deposits to another class of institution. 

The commercial banks would be our 
present national and state banks, ex- 
cept that they would confine their activi- 
ties to the receipt of current funds as 
demand deposits and loan only against 
self-liquidating commercial paper, bills 
of exchange, notes and acceptances, and 
short term bonds. There would be noth- 
ing to prevent such a bank from loan- 
ing on collateral security so long as the 
funds were intended for a proper pur: 
pose and would be repaid in a reason’ 
able time. These banks would make 
collections and transfers and perform 
such other services for their depositors 
as is customary. They would be mem- 
bers of the Federal Reserve System, en- 
joying its privileges as to reserves, re- 
discounts, transfers, clearings, collections, 
etc. Consideration should be given to 
having all of these commercial or reserve 
carrying banks ultimately become nav 
tional banks so that they would all be 
amenable to the control of the Federal 
Reserve System and the National Gov 
ernment. 

The other class of institutions would 
be investment banks, state institutions 
without cash reserve requirements, and 
would carry the investment funds of 
their patrons in the form of interest 
bearing time deposits with such regula’ 
tions as to withdrawals as the individual 
banks might see fit to have within such 
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legal restrictions as the states might im- 
pose. These banks would include those 
state banks and trust companies which 
might elect to remain out of the Federal 
Reserve System and give up demand de- 
posits and savings banks. This proposal 
is, of course, going to be open to con- 
siderable objection, but remember we are 
outlining an ideal system which is in- 
tended to utilize the present banking 
system as far as possible after removing 
the weak points. 

It is felt that investments are more or 
less the concern of the investor and he 
can do with his funds as he pleases so 
long as he does not jeopardize the whole 
social and industrial fabric by so doing. 
When an investor deposits large sums 
in a bank which is carrying the current 
funds of the community he does jeop- 
ardize other people’s funds if he draws 
them out suddenly. Investments cannot 
always be realized on at once. Of 
course, through the agency of stock ex- 
changes we have made it possible to 
realize on certain investments quickly 


but they are a small portion of the total 
wealth of the country and there are 
many who question the benefits derived. 
That, however, is aside from this paper. 


HOW SEPARATION IS ACCOMPLISHED 

There would, of course, be no effort 
to identify deposits of individuals as 
current or investment funds, except that 
the payment of interest would naturally 
tend to bring investment funds into the 
investment banks and readiness of with- 
drawal would attract current funds into 
the commercial member banks. In ad- 
dition, there would be a tax of five cents 
on all checks drawn on investment banks 
and no tax on checks drawn on member 
banks. 

This innovation will be contested but 
it is logical and will tend still further to 
separate investment funds from current 
funds. It corresponds to the tax on 
currency issued by state banks which 
was imposed when national banks were 
established for the purpose of confining 
the issue of currency to the national 
banks. This tax will confine the daily 
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use of checks by citizens to the member 
banks and thus give to the Federal Re- 
serve banks a better control of bank 
credit. At the same time, the tax will 
not entirely prevent the use of checks 
by depositors in the investment banks 
but will confine them to transfers of 
comparatively large amounts and to 
checks drawn to pay for investments. 
The savings banks and savings depart- 
ments in investment banks or trust com- 
panies would not use checks as with- 
drawals would be made from them in 
person and no checks used as is the cus- 
tom now. 

The discouragement of the use of 
checks would help to separate invest- 
ment funds from current funds in the 
minds of the depositors. It is not a 
novelty for, back in the days when trust 
companies were more or less investment 
institutions, the old line companies ac- 
tually discouraged the use of checks. 
The old New York Life Insurance & 
Trust Company, later merged with the 
Bank of New York, would not give a 
checkbook to a new depositor until six 
months had elapsed after opening the 
account. This was to impress him with 
the fact that they were not in the check- 
ing business but in the trust and invest- 
ment business. It has been through the 
violent competition for business in which 
most all types of banking business en- 
gaged during the last forty years that 
that salutary distinction in banking has 
been lost sight of. 


WHY SEPARATE CURRENT FUNDS? 


Just why should investment funds be 
separated from current funds other than 
the reasons already outlined? It is be- 
cause funds on deposit in reserve banks 
immediately add to the current pur- 
chasing power of the country and 
through loans, increase that purchasing 
power in the inverse ratio of the reserve 
requirements. That is a little abstruse, 
but it means that the smaller the reserve 
requirement is the greater can be the 
increase of deposits through loans and 
vice versa. A bank is required to carry 
say 25 per cent. of its deposits in cash; 
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then its deposits can be four times the 
amount of the reserve it carries. If the 
reserve requirement is reduced to 10 per 
cent., then its deposits can rise to ten 
times its reserve. 

Please note that the terms “com- 
mercial bank” and “reserve bank” are 
interchangeable in this plan. When a 
reserve bank makes a loan it increases 
the amount of bank credit or credit cur- 
rency in the country, but when a savings 
bank, insurance company, private banker, 
investment banker or broker, or other 
person makes a loan credit currency is 
not so increased. The reason why this 
is so is that all other concerns but re- 
serve banks, when they make a loan, 
draw a check on a bank and transfer 
the credit from one reserve bank to an- 
other, but when a reserve bank makes 
a loan it does not transfer money from 
one account to another but charges its 
loan account and establishes a new credit. 
It is the aim of the plan submitted here- 
with to limit the power to increase bank 
credit to banks carrying current funds 
and to eliminate investment funds from 
that operation. 

The reserve requirement is the basis 
of the theory on which control of credit 
by a central bank or Federal Reserve 
bank is based; that is, by increasing the 
amount of reserve money available to 
the commercial banks, the central bank 
can increase their ability to make loans. 
By increasing the ability of commercial 
or reserve banks to make loans, the cen- 
tral bank can lower interest rates and 
make bank funds more plentiful and 
thus raise prices. Exercised to perfec- 
tion, the operation would produce a 
managed currency. It was employed by 
the Bank of England for a century, with 
great success, but derangements of the 
war interfered with it. It could be em- 
ployed by the United States under 
proper guidance. In fact, it was so em- 
ployed in the early management of the 
Federal Reserve System. 

Unfortunately, bank funds are so 
plentiful just now that the operations of 
our Federal Reserve banks have little 
influence, but in fairly normal times the 
increase or decrease in the supply of 


reserve funds is a very potent force to- 
ward stabilization of prices. As ex- 
plained, the banks which participate in 
this operation of increasing bank credit 
do so whenever they make a loan, so 
that loans made by reserve banks in- 
crease the volume of credit and hence 
influence the price level. This attribute 
does not appear in loans made by any 
other institution, company or firm. It 
is the confusion of different types of 
banking and different types of loans in 
the past which has brought about our 
banking troubles and which the plan 
under consideration is intended to 
correct. 


RESERVE CARRYING BANKS UNDER 
CONTROL 


The proposed plan is calculated to 
bring all reserve carrying and, therefore, 
all credit producing banks, into one sys 
tem immediately subject to the control 
of the Federal Reserve banks. They 
will not be loaded up with investment 
funds but will be confined to the receipt 
of current funds which, according to 
natural law, equal the amount of liquid 
funds needed at any given time in a 
community, and through loans can be 
increased as the community needs more. 

The investment funds will be deposited 
in a different type of bank, a non 
reserve carrying bank; in fact, it should 
not be called a bank to avoid confusion. 
It will not have the attribute of being 
able to increase the bank credit of the 
community and so will not influence the 
price level. 


MEMBERS CLOSE TO THEIR FEDERAL 
RESERVE BANK 


The Federal Reserve Bank of each dis 
trict should be responsible for the mem’ 
ber reserve banks of its district to the ex- 
tent that they are properly conducted 
and that the depositors never lose. In or- 
der to do this, the examination of mem- 
ber banks should be the responsibility of 
the Federal Reserve Bank and the selec 
tion and training of their officers and 
boards of directors should, without un- 
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due interference, be supervised. In fact, 
the member banks should, in a measure, 
be the equivalent of branches of the Fed- 
eral Reserve banks of their respective 
districts. This closer relationship should 
lead to a solidarity which would make 
for strength and co-ordination. It would 
remove the present propaganda for wide- 
spread branch banking and allay the 
fears of those who dread too much cen- 
tralization in banking. 

This plan would have all the advan- 
tages of branch banking so far as secu- 
rity is concerned; yet the individual 
banks throughout each district would be 
free to exercise reasonable discretion. By 
having the close examination of banks 
separated into districts, the concentra- 
tion of so much detail in Washington 
would be avoided, yet a reasonable con- 
trol over the general situation could be 
retained there. 

The investment and savings banks of 
the cities should be authorized to open 
branches in the surrounding districts so 
that no small community would be with- 
out some means of saving its surplus 
funds. They would be state institutions 
and allowed greater freedom about in- 
vesting in long term securities and mort- 
gages on real estate, and their business 
would be separated from, and of a dif- 
ferent type from that of the member 
reserve national banks. Thus any dis- 
turbance in the investment field would 
not disturb the reserve banks which will 
furnish the credit currency of the 
country. 


GOVERNMENT GUARANTEE LIMITED 


The government guarantee of deposits 
will cover member reserve banks only 
and thus the Government will not guar- 
antee investment funds or investments. 
The guarantee of demand deposits not 
subject to interest is perfectly logical as 
they are the currency—the medium of 
exchange—of the people and business 
and any loss of confidence in the sound- 
hess or interference with the fluidity of 
these deposits results in paralysis and 
stagnation in business. Everyone knows 
that if coin, the original medium of 


473 


exchange, is tampered with and confi- 
dence is lost in it, all trade and exchange 
is paralyzed. The same may be said of 
the next form of money, that is, cur- 
rency or paper money. If it is tampered 
with or its redemption features removed 
or destroyed, or its volume increased or 
diminished unnaturally, then again is 
confidence removed and trade and busi- 
ness discommoded and paralyzed. 


DEMAND DEPOSITS EQUIVALENT TO 
CURRENCY 


In the economic development of the 
business of this country, and of much of 
the rest of the world, bank deposits have 
come to form a third step in the evolu- 
tion of the medium of exchange. First 
there was gold and silver coin, some- 
thing that had intrinsic value and com- 
pleted each transaction with its physical 
exchange. Next came currency—paper 
money—which represented the coin, be 
it bank notes or government issues, the 
coin was actually or theoretically in the 
background. Third came bank deposits 
transferable by check; at first used to 
a very limited extent but in the last fifty 
years almost universally adopted in the 
United States, to a lesser degree in 
Canada and England, still less in France 
and other European countries, and hardly 
known in the Orient. 

Can we not see here an explanation 
of the violence of the depression in the 
United States as compared with its ex- 
tent in other countries? The higher up 
a thing goes, the farther and harder it 
falis. The higher and more complete is 
the extension of credit, the more disas- 
trous is its contraction. In the United 
States almost everyone had a bank ac- 
count and was buying and selling by 
check. Not everyone, but too large a 
proportion, were borrowing money from 
banks on stocks, bonds, real estate and 
everything of any value except jigsaw 
puzzles. 

Every loan from banks increases the 
total volume of deposits. The invest- 
ment funds poured into the banks, at- 
tracted by high interest rates, almost 
doubled the volume of deposits and, 
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therefore, of the medium of exchange. 
No wonder prices soared! No wonder, 
when in September, 1929, people sud- 
denly awoke to the inordinately high 
prices and confidence in the future of 
values was lost, that prices crumbled. 
Banks called their loans and _ prices 
crumbled more. Depositors of invest- 
ment funds (time deposits) withdrew 
those investment funds, either to hoard 
or to buy at fallen prices, and caused 
innumerable banks to close. 


SEPARATE TWO TYPES OF BANKING 


Do we need more to convince us that 
our banking system should be so re- 
organized that investment funds and 
current funds would be entirely sep- 
arated; not segregated in the same, or 
similar, or allied institutions? Current 
funds should be one of the mediums of 
exchange of the country and tied to the 
reserve carrying and redemption fea- 
tures of the Federal Reserve System. 

Investment funds, on the other hand, 
should not be tied to, nor affect, the 
reserve carrying features of the Fed- 
eral Reserve System. The loaning of 
investment funds should not increase 
bank credit, nor should they be guar- 
anteed by the Government. 

Investments are the particular busi- 
ness and risk of the owner. He pur- 
chases them at his own peril or profit. 
Therefore, why should the Government 
or the banks be loaded with its risk? In 
fact, there is reason to believe that the 
guarantee of investments by bond and 
mortgage companies and numerous other 
institutions is a fatuous idea and never 
should have been allowed. The picture 
at this time of thousands, yes millions, 
of innocent misled peopie holding so- 
called guaranteed mortgages is enough 
to convince one of the proposition that 
no investment should be guaranteed ex- 
cept as to genuineness of purpose and 
issue. 

I can visualize a banking system such 
as has been outlined herein, functioning 
in such a manner that the several cries 
for a managed currency, for a fluctuat- 
ing standard of value, for government 


ownership, and for nation-wide branch 
banking, will be forestalled. In fact, I 
believe panics and depressions can 
largely be avoided, but this utopian 
dream can only be obtained by the sac- 
rifice of the dearest word to the Ameri- 
can heart, namely, prosperity in its high 
pressure form. A reasonable living can 
be assured for all but the manufacture 
of millionaires and huge financial struc- 
tures over night must be a thing of the 
past if we would preserve our institu- 
tions, our liberty, and our self-respect. 


II 
THE PLAN IN DETAIL 


There is given herewith a rough out- 
line of an arrangement of banking in- 
stitutions which it is believed will func 
tion satisfactorily. Allowing for the 
weaknesses of human nature, it is be- 
lieved possible to have private banking 
and thus take advantage of individual 
enterprise and judgment and still retain 
sufficient control with the Government 
so that exploitation of the privileges 
granted will not occur. 

The purpose of this plan is to sepa: 
rate the money phase of banking from 
the securities and investment phases. 
That can not be done by merely order- 
ing banks to withhold their advances 
from securities. If they still are loaded 
with surplus funds they will invest them 
somehow. The difference must be recog’ 
nized between the money a man carries 
for his daily needs and that which he 
intends to invest; one is current funds 
and the other is investment funds. 

It is believed that the confusion and 
merging of these different types of funds 
is the root of the weakness in our bank: 
ing system and has helped more than 
anything to build the false superstruc: 
ture of credit in the banking field, the 
collapse of which has well nigh ruined 
America. Therefore, this plan aims to 
have one class of banks carry the cur’ 
rent funds of the country in the form 
of demand deposits and another class 
of banks carry the investment funds in 
the form of time deposits. 
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The one class of banks will be re- 
quired to carry a cash reserve and thus 
be directly related to the monetary re- 
serve; will have the power and function 
of increasing bank credit, and furnish 
the check currency of the country. The 
other class of banks will not be required 
to carry reserve, will not have the power 
to increase bank credit, and will not 
furnish check currency. The one will 
be directly related to the Federal Re- 
serve banks and subject to control 
through their reserves; the other will 
not be subject to such control and will 
not need it any more than a mercantile 
house does. 

The Federal Reserve banks will carry 
the metallic reserve of the country and 
will function under the plan much as 
they do now excepting that they will 
have closer control of the member banks. 
The plan contemplates having every 
bank in the country and every corpora- 
tion or firm which receives other peo- 
ple’s money come into the system in one 
form or another. There will, in fact, 
be three classes of banks; the Federal 
Reserve banks, the national member 
banks, and investment institutions of all 
classes which will be organized under 
state auspices. 


THE PLAN 


Federal Reserve banks would func- 
tion much as they do now, subject 
to a Federal Reserve Board in Washing- 
ton. They would: 

1. Hold metallic reserve of the sys- 
tem. 

2. Issue currency when required. 

3. Hold the required cash reserve of 
members (cash reserve herein means 
credit in Federal Reserve banks as well 
as actual cash). 

4. Rediscount eligible paper or loan 
on U. S. Bonds to restore reserves of 
member banks. 

5. Conduct open market operations 
in government and state short term se- 
curities, commercial paper, bankers’ ac- 
ceptances and foreign bills. 

6. Buy and sell gold and silver under 
direction of the Federal Reserve Board 
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or Secretary of the Treasury if that 
policy is continued, or redeem its ob- 
ligations in fixed amounts of gold 
and/or silver if stabilization is deter- 
mined on. 

7. Arrange for and conduct clearings 
and collections of checks between mem- 
ber banks. 

8. Make transfers of funds between 
member banks, inter and intra district, 
and arrange for daily settlements 
through a central fund. 

9. Act as agent for member banks in 
receiving and delivering securities or 
other articles of value and hold secu- 
rities in safe-keeping for member banks. 

10. Develop a Foreign Exchange Bu- 
reau through which member banks can 
be assisted in foreign transactions and 
to encourage exports and imports. 

11. Set up a Credit Department 
whereby credit information may be sup- 
plied to, and freely exchanged with, 
member banks of all districts. 


12. Set up a Statistical Department 


whereby information regarding secu- 
rities may be supplied to member banks. 
13. Maintain a Management Depart- 
ment whereby member banks would be 
closely supervised as to management 
and credit policy and examinations con- 
ducted at such intervals as would give 
the Federal Reserve Bank of each dis- 
trict control and responsibility for the 
conduct of member banks so that the 
Federal Reserve Bank would feel free 
to send currency to any member bank 
in distress. The idea being to give 
member banks all the advantages of a 
branch banking system and yet to leave 
the member banks free to function as 
independent local institutions. 


National Reserve banks would be 
stockholders and members of the Fed- 
eral Reserve Bank of their respective 
districts and would: 

1. Include all national banks and such 
state banks as would nationalize. 

2. Keep their cash reserves as now 
required in their respective Federal Re- 
serve banks. 

3. Rediscount eligible paper to re- 
plenish their reserves. 
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4. Receive deposits repayable on de- 
mand by check which would not bear 
interest. Deposits would be received 
by cash, checks, and matured coupons 
for immediate credit. 

5. Discount commercial paper and 
depositors’ own notes, either secured or 
unsecured, and make loans on collateral 
for business or personal reasons satis- 
factory to their officers so long as funds 
are in prospect to repay the loan. 

6. Receive notes and drafts and other 
items for collection and credit when 
paid. 

7. Place orders for purchase and sale 
of securities for depositors and furnish 
information regarding the same which 
may be supplied by the Federal Re- 
serve Bank. 

8. Buy and sell foreign exchange for 
depositors and assist in financing ex- 
ports and imports. 

9. Maintain a safe deposit depart- 
ment for rentals and a safe-keeping de- 
partment for custody of customers’ se- 
curities. 


State (non-reserve) institutions: 


A. State banks and trust companies 
which elect to: 

1. Stay out of the national system 
and give up carrying demand deposits 
but be allowed to carry time deposits 
and pay interest thereon. 

2. Avoid the requirement to carry a 
fixed cash reserve and have the right to 
withhold part or all of a depositor’s bal- 
ance for a specified time. 

3. Enjoy more freedom in the type of 
loans and investments which they may 
make. 

4. Buy, sell, and own funded secu- 
rities of governments, municipalities and 
corporations. 

5. Engage in trust activities. 

6. Carry on foreign exchange opera- 
tions. 

7. Buy, sell, and own real estate to a 
limited extent. 

8. Establish branches in other cities 
of the state. 

9. But would not be able to pay 
checks or drafts drawn by depositors ex- 
cept they bore a 5c Internal Revenue 
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Tax stamp. Would not carry cash re- 
serve in the Federal Reserve Bank but 
would ciear through a National Reserve 
Bank. 


B. Investment Houses (private bank- 
ers) operating with private capital, 
i.e., aS firm with individual liability of 
partners without using the name bank, 
who would: 

1. Buy, sell, and own securities. 

2. Receive deposits in large amounts 
to be drawn against with drafts bear- 
ing 5c tax stamp. 

3. Engage in underwriting or pur- 
chasing and distributing securities of 
governments, municipalities or corpora- 
tions. 

4. Arrange to manage syndicates for 
the flotation of securities. 

5. Under this heading would come 
bond houses, members of exchanges, and 
brokers who act as distributing agents. 


C. Savings banks (mutual or stock) 
which would; 

1. Receive deposits of cash in limited 
amounts. 

2. Give receipts for deposits by entry 
in passbook and allow withdrawals by 
entering in passbook only. 

3. Not be required to carry a speci- 
fied cash reserve. 

4. Pay interest on balances left dur- 
ing a required period and have the right 
to withhold payments for a specified 
time and to allow withdrawal of re- 
stricted amounts during periods of finan- 
cial stress. 

5. Make investments within specified 
limits as to character and dependability 
of security. 

6. Establish branches in villages with 
no banking facilities in their particular 
territory. 


D. Investment Trusts, Mortgage 
Companies, Land Banks, Title Com- 
panies, etc., and every form of busi 
ness which handles the funds of others 
should: 

1. Be under the surveillance of the 
state banking department. 

2. Should not be allowed to promise 
repayment of securities on demand or 





ee 


THE BANKERS MAGAZINE 


guarantee the same excepting in so far 
as the specific security given will assure. 
The idea here expressed is that a promise 
or guarantee of repayment is misleading 
to the investor and impossible of fulfill- 
ment. 

3. Should not be allowed to carry 
open accounts against deposits of cash; 
any transfers must be by direction or 
order and drafts or checks would be 
subject to a 5c Federal Tax. 
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It is hoped this banking arrangement 
will separate the strictly banking busi- 
ness, which is the manufacture of credit, 
from the security business, which is a 
merchandising function. It is under- 
stood that only the general features of 
the system are outlined here. The de- 
tails would have to be worked out by 
specialists, who, if they once obtained 
the point of view, would give it sympa- 
thetic treatment. 


Father Introduced by Son 


N unusual and_ well-deserved 
tribute by a son to his father was 
the feature of a recent Kiwanis 
meeting held in Jacksonville, Fla., when 
Donald M. Barnett, executive vice- 
president of the Barnett National Bank, 
introduced his father Bion H. Barnett, 
chairman of the board of the same in- 
stitution. In introducing his father 
Mr. Barnett said: 


This is one of the proudest moments of 
my life as it is the first time that I have 
ever had the privilege of introducing a man 
whom I consider one of the ablest bankers 
in the United States and the premier of 
the banking profession in the South. 

Fifty-eight years ago just after graduat- 
ing from the University of Kansas he came 
to Florida with his father and organized 
a bank that has since become the Barnett 
National Bank of Jacksonville. He has 
served this institution continuously, seeing 
it grow from a small institution to one of 
the leading banks in the state, it being the 
oldest national bank in Florida. During 
these years of service many catastrophes 
have befallen Florida; namely, the phos- 
phate boom, yellow fever, the panic of 1893, 
the devastating freeze of 1895, the Jack- 
sonville fire in 1901, the panic of 1907, 
the World War, the panic of 1921, the 
teal estate boom, Florida bank failures of 
1925 to 1927, the national crash of 1929, 
the memorial year of 1933, to the turn 
of the corner, which we are in now. 

During these years it has taken a firm, 
conservative and able man to pilot an in- 
stitution successfully and it is that man 
that I have the pleasure of introducing, 
my father, Mr. B. H. Barnett, chairman of 
the board of the Barnett National Bank. 


Mr. Barnett’s talk included an in- 
tensely interesting review of the troubles 
that had beset the banking institutions 
and how by careful attention to de- 
tails they had been overcome, giving at 
the present time banking institutions 
that are sound and of vast value to 
the public. 


“I trust that never again will ruinous 


uncontrolled competition be permitted,” 


said Mr. Barnett. 

A word picture of a typical bank 
with say $1,000,000 of capital and de- 
posits of $10,000,000 was given by Mr. 
Barnett. “Every time a bank makes 
a loan or an investment,” he said, “the 
capital and deposits are not segregated. 
It uses one-eleventh of the amount from 
its capital and ten-elevenths of the 
amount from its depositors’ money. In 
case any loan or investment proves bad, 
the entire loss must be taken from 
capital.” 

It was therefore plainly shown that 
under existing conditions no blame can 
attach to the banker if before he makes 
a loan or investment he has a careful 
investigation made and satisfies him- 
self that the loan or investment, in 
his opinion, is a safe one. 

Mr. Barnett pointed out that bank- 
ers are being unjustly blamed for not 
lending money freely, when they must 
be careful to protect the interests of 
their depositors. 





WHAT TRUST MEN ARE SAYING 


BRIEF EXTRACTS FROM ADDRESSES AT THE MID-WINTER TRUST 
CONFERENCE IN NEW YORK 


MAKING TRUST SERVICE MORE 
ACCESSIBLE 


By SAMUEL C. WAUGH 


Executive Vice-President, First Trust Com- 
pany, Lincoln, Neb. 


HERE are 105 cities in the United 
States of 15,000 population or over 
in which there is not a trust in- 
stitution. Of these 105, seventy-one 
have a population of between 15,000 and 
25,000, twenty-eight between 25,000 
and 50,000 and six over 50,000. Some 
of these cities are adjacent to larger 
cities that have trust institutions; but 
this is not by any means generally true 
and the fact remains that not all resi- 
dents of sizable cities, not to mention 
small communities, are accessible to 
trust institutions. .. . Taking our coun- 


try as a whole, much more than one- 


half of continental United States is un- 
served area and outside of the fifteen 
northeastern states, three-fourths or 
nearly four-fifths is unserved area. 
Geographically, then, much remains to 
be done to make trust services acces- 
sible to every person in the United 
States who needs trust services... . 
We find that one city of 100,000 has 
eight institutions, another of 55,000 has 
eight, and another of 61,000 has five; 
whereas, other cities of equal size have 
only one or at the most two institutions. 
It stands to reason that in a great many 
cities which have an unusually large 
number of trust institutions one or two 
of them have most of the trust business 
and the others are trust institutions in 
name more than in fact. We find that 
in one city of 100,000 population which 
has eight institutions only five list a 
full-time trust officer, and in a city of 
55,000 with eight institutions only four 
list a full-time trust officer. 

If the location of all of the 2574 trust 
institutions and the 202 branch trust 
offices had been carefully considered 
and planned beforehand, there would 
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even now be enough trust institutions 
to serve adequately the American peo- 
ple. But, as with most of our cities, so 
with most of our trust institutions, we 
have located and built them first and 
planned for them afterwards. 

During this past five-year period all 
financial institutions have been, in the 
parlance of the street, “on the spot.” 
Our trust institutions have been no ex- 
ception. Whether the criticisms were 
just or justified is beyond the immediate 
point. The fact remains, criticisms have 
been made and the public mind is more 
or less befuddled. The immediate prob 
lem is, What are trust men going to do 
about it? 

It has been said, “Business is the 
greatest of all games.” If this statement 
is correct, has not the time arrived to 
apply one of the fundamental rules of 
all sports, namely, “The best defense is 
a strong offense.” During the past five 
years we have all been so involved in 
working out individual problems, both 
external and internal, that we have not 
had the time or the energy to stop and 
think. We have been on the defense. 
Why not—again in the vernacular of 
the game—call for time out, and dur 
ing the breathing space allotted to us, 
in a cool, calm manner plan our offense, 
plan our campaign and move forward. 

How can this be done? The follow 
ing proposals are offered for considera’ 
tion. First, borrowing a phrase from 
the committee on public relations noth- 
ing spectacular is contemplated, but each 
and every trust institution and indi 
vidual connected therewith is urged to 
get into the game. Remember the sage 
remark of Theodore Roosevelt, that is 
not being quoted verbatim, “It is every 
man’s duty to spend a portion of his 
time in the furtherance of the business 
in which he is interested.” 

The suggestion’ is offered that the 
trust division devote itself during the 
coming years in an educational and in- 
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spirational way definitely to the task of 
making trust services generally available 
and accessible to the American people 
with small estates. The thought pre- 
vails that the time has arrived when the 
trust division should adopt a definite 
and active policy toward the extension 
of trust services. 

The following suggestions are also 
submitted for your consideration: 


(1) With respect to banks and trust 
companies whose trust departments are 
not being operated on a satisfactory 
basis, that they have a careful analysis 
made of the operations of their trust 
department to determine whether or not 
the unsatisfactory results are attribut- 
able to inside causes, and if such an 
analysis shows that it is not attributable 
to inside causes, that they have a sur- 
vey made of the trade area and if both 
the analysis and the survey show that 
it is not reasonable to expect the trust 
department can ever be put on a satis- 
factory basis, the department should be 
closed as expeditiously as possible. 

(2) With respect to the establish- 
ment of new trust departments of exist- 
ing banks or trust companies, or the or- 
ganization of new trust institutions, that 
no new trust department should be 
opened or no new trust institution or- 
ganized without a preliminary survey 
of the trade area to determine, 

(a) Whether or not the existing trust 
institutions already supply ample and 
competent trust services, and 

(b) Whether or not there is enough 
potential trust business in the trade area 
to make a new trust department profit 
able without jeopardizing existing trust 
departments. 

(3) With respect to the part of the 
trust division in the extension of trust 
services, while as previously stated, the 
division as such should not undertake 
itself to deal with local situations, it 
should 

(a) Encourage and assist in the or- 
ganization or revival of local and state 
trust associations to the end that they 
may deal with the problems of extension 
of trust services, and 
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(b) Maintaining its national point of 
view and its long-range vision of eco- 
nomic and social trends, point the way 
for the greater accessibility and adapta- 
bility of the American trust institution 
to the requirements of the average citi- 
zen whether he lives in the city or in 
the small community. 


WHAT THE TRUST FUNCTION 
REALLY IS 


By R. S. HecHtT 


President, American Bankers Association 
and Chairman of Board, Hibernia National 
Bank, New Orleans, La. 


HERE probably is no more inti- 

mate nor delicate relationship in 

the entire banking profession than 
that which exists between the trust ofh- 
cer and his customer. It is comparable 
to that which obtains between the 
physician and his patient, or the lawyer 
and his client, or even the clergyman 
and his parishioner. 

The functions performed by the trust 
department are unique. They possess 
the happy faculty of enabling the cus- 
tomer to roll from his shoulders his 
financial worries and cares, and trans- 
fer them to an efficient corporation 
equipped by nature and experience to 
handle his fiduciary affairs with ac- 
curacy, and precision, and dispatch. In 
spite. of all the education that has been 
going on for the past fifty years, there 
are still hundreds of thousands of po- 
tential trust customers who do not know 
of the peace of mind and the comfort- 
able satisfaction that can be obtained 
by placing their affairs in the hands of 
a competent trust company. 

Fiduciary banking, after all, is rela- 
tively new as compared with commercial 
and savings banking, and the general 
public as yet is largely unfamiliar with 
its details and the beneficial functions 
which it performs. 

It came to my attention only recently 
that, as a result of a survey among a 
group of representative banks located in 
widely separated cities of our country, 
only twenty customers out of every 1000 
use the trust department, while 670 use 
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the savings department, and 108 use 
the commercial department. Obviously 
if our trust departments are serving 
only 2 per cent. of our total clientele, 
the field for increased business is un- 
limited. Consequently a continuous 
program of public education is essential 
in order that our trust companies may 
be given the opportunity to render the 
maximum service. 


UNIFORM TRUST LAWS NEEDED 


By Grorce W. Epwarps, Px.D. 


Department of Economics, College of the 
City of New York 


UST as the states have adopted uni- 
form laws for the regulation of ware- 
house receipts and negotiable instru- 
ments, so in the even more important 

field of trust and legal investment a uni- 
form code should be adopted for every 
state in the Union. It is to be hoped 
that trust officers, who because of their 
direct personal relations with the indi- 
vidual beneficiaries are more conscious 
of the need of protecting trust invest- 
ments, will take the leadership in effect- 
ing this necessary reform in our finan- 
cial system. 
HANDLING THE SMALL TRUST 
ACCOUNT 


By Dr. Haro_tp STONIER 
Director, Graduate School of Banking 


RUST institutions have realized 
that many of their services for 
small accounts are not profitable. 
The trust men of the future—it may be 
this year or ten years from now—will 
be face to face with the problem of how 
to handle the small trust to the satisfac- 
tion of both the customer and the in- 
stitution. It may be said that at the 
present time this is not a problem, but 
I believe the trust men of the future 
are going to face this question as one 
of the heritages of the development of 
trust business. 
It is quite generally admitted at the 
present time that the small trust account 
of $5000 or less cannot be made to pay 
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its way if due precaution in investment 
diversification and management is exer- 
cised. And yet the man with a $5000 
trust is as important in his own eyes as 
the man with a million dollar trust. As 
representative of a group, he is far more 
important in a republic, because in po- 
litical strength he outnumbers those with 
large accounts. 


TRUST COMPANIES ARE PUBLIC 
SERVICE CORPORATIONS 


By JAMEs W. ALLISON 
Vice-President and Trust Officer, First and 
Merchants National Bank, Richmond, Va. 


UR trust institutions are public 
service corporations in the sense 


that they exist to serve all those 
persons, associations, corporations, and 
governmental units of the community 
that need their trust services. We are 
dependent upon the public for our 
patronage. We cannot command patron- 
age, we must win it and hold it, first 


by rendering good trust service; second, 
by establishing and maintaining with 
our trust customers a cordial relation- 
ship based on complete information and 


understanding; and third by making 
certain that the public at large knows 
our aims, our purposes, and our accom 
plishments. 


OPERATING EFFICIENCY IN 
TRUST WORK 


By LEoN M. LITTLE 


President Trust Division, A. B. A., and 
Vice-President, New England Trust Com: 
pany, Boston, Mass. 


PERATING — efficiency now 
plays a part in our scheme 


of things that is second to 
none, and the officer in direct charge 
of operations stands in a more important 
position than need ever have been the 
case in the past. Consider, if you will 
for a moment, the trustee of the time 
before any of us were in the harness. 
He had no income tax, no estate tax, 4 
very limited list of possible investments, 
a quiescent group of _beneficiaries— 








‘Now ready... 
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quiescent perhaps because the trustee did 
not feel it necessarily incumbent upon 
him to be polite to them; and income 
received from loans which the borrower 


considered obligations, the interest of 
which was to be met if humanly pos- 
sible and which was to be promptly 
liquidated or as promptly renewed at 


maturity. Had there been in those days 
trust departments the size of those of 
the present, a very ordinary mentality 
could have correlated the bookkeeping 
and accounting departments. 

During the years the complexities of 
the trustees’ work have increased a 
thousand fold. A great many of us can 
remember the hue and cry that went up 
when the income tax came upon us; 
then the various estate and inheritance 
taxes, and at the same time a great 
growth in the number of desirable trus- 
tee investments necessitating enlarged 


knowledge which could successfully be 
acquired only through statistical de- 
partments. 

Since the depression we have been 
faced with difficulty in the collection of 
mortgage interest and rents and the 
real estate department is being asked to 
agree to credit some of the money col- 
lected on overdue taxes and to accept 
partial payments everywhere. 

The Federal Deposit Insurance 
brought a serious problem to the op- 
erating man, and one that had to be 
worked out with great precision in a 
very short time. 

To bring together and keep together 
in a smooth working machine the pres- 
ent complexities of our operations is the 
business of the operating officer who 
becomes increasingly influential in direct 
ratio to the increase in the details he 
must co-ordinate. 
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TREASURY OPERATIONS IN 1934 


PERATIONS of the United 
(3 States Treasury Department 

resulted in the issuance of 
$12,662,277,850 of new securities of 
all types during 1934, including issues 
for refunding as well as for cash, 
the offerings of which were oversub- 
scribed from 2.7 to 9.8 times, accord- 
ing to a survey of the Government bond 
market of that year, published by C. J. 
Devine & Co., Inc., specialists in such 
securities. 

The survey, which has been published 
in booklet form, also shows that while 
the national interest-bearing debt in- 
creased from $23,450,261,380 as of De- 
cember 31, 1933, to $27,944,037,950 as 
of December 31, 1934, or 19.16 per 
cent., the annual interest charge thereon 
increased only from $772,904,799 to 
$827,094,247, or 7.01 per cent., due 
to a reduction in the average interest 
rate from 3.30 per cent. as of the close 
of 1933 to 2.96 per cent. at the close 
of 1934. 


FURTHER UNITED STATES 
REFUNDING 


AKING advantage of the plethora 
of funds in the banks and the pre- 


vailing low rates for money, the 
Treasury on March 4 issued an offer 
to refund the third-called fourth Liberty 
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Loan bonds, bearing 41/4 per cent. in- 
terest into new bonds of 1955-60, bear- 
ing interest at the rate of 27/ per cent. 
The heavy increase in the Govern. 
ment debt in recent years is, fortunately, 
being offset to a considerable extent by 
the savings effected through refunding 
operations. That the Treasury is able, 
at a time when the debt is expanding 
so rapidly, and when there is a large 
deficit in the public revenues, to refund 
its obligations into others bearing a 
much lower rate of interest, is due to the 
excess of bank reserves, in part created 
by the Government itself, and to the 
slack demand for loans for ordinary 
commercial purposes. This condition is 
somewhat unusual and artificial, and 
hardly indicates that the credit of the 
United States is truly reflected by the 
exceptionally low rate at which its ob 
ligations are being converted. 


NEW CAPITAL FLOTATIONS IN 
THE UNITED STATES 


ROM the Financial Chronicle it is 
Presnea that the grand total of new 

security offerings for the month of 
February amounted to $95,817,805, rep- 
resented by $53,526,805 state and mu- 
nicipal issues, $29,791,000 of corporate 
securities, and an offering of $12,500, 
000 Federal Intermediate Credit banks 
11/, per cent. collateral trust debentures. 
Municipal disposals, at $53,526,805 for 
February, showed a substantial decrease 
from the total of $97,130,419 recorded 
in January. The corporate financing in 
February, amounting to $29,791,000, 
compares with only $7,726,000 under 
that heading in January. The grand 
total of all financing in February, at 
$95,817,805, comprised $45,807,272 of 
refunding operations, leaving the 
month’s new capital demand only $50, 
010,533. The grand total of $95,817,809 
for February was somewhat less than 
the figure of $140,851,689 reported for 
January, which, in turn, had shown a 
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decrease from the total of $186,126,709 
put out in December. 


PATERSON, N. J., ADVERTISES 
ITS FINANCIAL RECORD 


PERATING on a cash budget 
() basis during 1934, the City of 

Paterson, New Jersey, ended the 
year with a cash surplus of $414,001. 
This and other important facts concern- 
ing the financial operation of the city in 
1934 were revealed in a display adver- 
tisement published by the City of Pater- 
son in newspapers of leading financial 
centers of the country. 

“In publishing our financial statement 
for the year 1934 in paid advertisement 
form, not only in Paterson newspapers, 
but also in certain other newspapers,” 
Mayor John V. Hinchliffe stated, “we 
take official notice of our obligations to 
our taxpayers, who should be told pre- 
cisely where their money went during 
the taxable year, and also to those who 
hold or deal in our bonds. We know 
that Paterson bonds are held in New 
York, Chicago, Boston, Philadelphia, 
San Francisco, and in other large cities. 
Though Government officials every- 
where are urging greater publicity in 
corporate financial affairs, they do not 
seem to be setting an example in dis- 
closing their own fiscal status. As far 
as we know, Paterson is the first city 
ever to follow the practice of banks, in- 
surance companies and corporations in 
making its financial statement a matter 
of public record. 

“Furthermore, we have about com- 
pleted a program designed to establish 
our city on a firm financial foundation, 
and we want our latest figures available 
to all interested parties.” 

The city’s cash surplus of $414,001 
for the year, together with the budget 
items for debt retirement, enabled Pater- 
son to achieve a reduction of $1,187,602 
in its gross debt after making allowance 
for the issuance of $151,000 of improve- 
ment bonds and $267,000 of water 
bonds. Cash receipts during 1934 from 
miscellaneous revenues, current taxes, 
delinquent taxes and tax title liens 


amounted to $8,412,100. 
were $7,998,099. 

During 1934, the city succeeded in 
funding almost all of its current float- 
ing debt with serial funding bonds. It 
was the first of the New Jersey munic- 
ipalities to operate on a cash budget 
under Chapter 60 of the New Jersey 
Pamphlet Laws of 1934. Its financial 
program calls for the reduction of its 
debt through bond maturities at the rate 
of more than $1,000,000 per year for 
the next five years. The city is com- 
mitted definitely to continue on a cash- 
budget basis, at least as long as there 
remain outstanding any of the bonds 
issued under Chapter 60. Maturities 
of such bonds now outstanding extend 
to 1949. 


Expenditures 


N. Y. CITY BANK STOCKS 


EW YORK CITY bank stocks 
reached their best levels of 1935 


during February, Hoit, Rose @ 
Troster report. From the month’s low 
of 46.26 on February 6, the weighted 
average of seventeen representative is- 
sues reached the new 1935 high of 48.20 
on February 18. The list eased off mod- 
erately, however, and closed February 
28 at 46.87, a level still 7.2 per cent. 
above the 1935 low of 43.74 on Janu- 
ary 2. 


PUBLIC UTILITY ACT AND 
INVESTORS 


N a statement issued by the Commit- 
if tee of Public Utility Executives it is 
stated that it is apparent that the 
intent of the Public Utility Act of 1935 
is not to regulate but to destroy. As to 
the effect on investors, it is said: 

“The destruction of the holding com- 
pany will destroy the savings of thou- 
sands of investors. 

“For the past two years a plea on 
behalf of the savings of investors has 
been frequently subjected to sarcastic 
comment. The plea is not one of mere 
sentimentality, however, but one of 
serious fact. At present, a total of ap- 
proximately two billion dollars in secu- 
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You can’t help learning languages the 
Berlitz Way—a Method scientifically 
designed to give you easy, fluent speech 
and authentic native accent in French, 
Spanish, German, Italian, Russian, or 
whatever language you choose. 


Small groups, to meet day or evening, 
now forming. Write, call in person, or 
phone “Secretary of Admissions,” for 
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39 West 34th Street, New York PEnn 6-1188 


BROOKLYN 1 De Kalb Ave., Triangle 5-2123 
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premier investment. These are the peo- 
ple who own the light and power indus- 
try in the United States and who have 
made its expansion possible. All of 
them—some directly, some indirectly— 
will suffer loss and injustice if the pro- 
posed bill is enacted. 

“The abolition of the holding com- 
pany, even though over a period of five 
years, involves a compulsory liquidation 
which would cause immense destruction 
of capital values. To pay off the senior 
securities of the holding company, it 
would be necessary to convert into cash 
the common stock equities of the operat- 
ing company. Such a conversion into 
cash of large blocks of common stock, 
aggregating literally billions of dollars 
in value, could be accomplished only by 
forced liquidation, involving the sacri- 
fice of a substantial proportion of the 
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fair long range value. This would be 
damaging at any time; at a time when 


the country is struggling to emerge from 


HAVANA ‘ .....Prado 62, altos 
and in every ‘leading city of the world 


“‘Language Teachers of the 
World for Fifty-six Years’’ 


rities of public utility holding companies 
is outstanding in the hands of the gen- 
eral public. Many thousands of these 
security owners are small investors who 
put their savings in securities of this 
kind because they did not wish to gamble 
and because they wanted as safe an 
investment as possible. 

“The total investment by the public 
in all public utility companies represents 
about twelve billion dollars. This enor- 
mous sum comes not only from indi- 
vidual men and women but from trus- 
tees, charities, religious groups and in- 
surance companies, savings banks, etc., 
who realize that even the law recognizes 
certain classes of these securities as a 


a catastrophic depression it would be dis- 
astrous. The interval of five years for 
the accomplishment of the liquidation 
is of no benefit, because as soon as liqui- 
dation was fixed in advance as in 
evitable, it would entail a substantial 
sacrifice on the part of the security 
holders and would seriously retard re- 
covery. 

“At present, the holding companies 
representing a preponderant part of the 
industry are highly solvent and are able 
to justify the confidence which the pub- 
lic, through its investment, has placed 
in them. The enactment of this bill 
will, however, inflict intolerable suffer- 
ing upon thousands of these investors, 
and the loss in security values will not 
be confined to holding company secu- 
rities alone but will be reflected through’ 
out the entire capital structure of the 
industry.” 
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FINANCIAL SITUATION ABROAD 


A MONTHLY SURVEY OF CURRENT FINANCIAL, ECONOMIC AND 
POLITICAL EVENTS IN OTHER LANDS 


POSITION OF THREE LARGE 
FRENCH BANKS 


ROM the Paris correspondent of 
Fri Statist, London, it is learned 

that the decline in deposits of the 
Crédit Lyonnais, Société Générale and 
Comptoir National d’Escompte, contin- 
ued throughout 1934, though in much 
smaller measure than in the preceding 
year. If the figures of the last two 
years be compared, in millions of francs, 
it will be found that for the three banks 
combined the reduction amounted to 
over 12 per cent. in 1933 and only 5 
per cent. in 1934. The liquidity of all 
three banks is regarded as not open to 
question, and it was expected that, as a 
result of economies, all would be able to 
pay the same dividends as in the previous 
year without drawing on their reserve 
funds. In face of the competition the 
banks have had to meet from the savings 
banks and from the propensity for 
hoarding, as well as the natural strain 
due to the depression, these banks must 
be considered to have resisted well. 

In this connection also it is of interest 
to note that a late authoritative estimate 
of hoarded notes and gold amounts to 
about the same total as a year ago, 
namely, Frs. 40,000 million, for if the 
hoarded gold within French frontiers is 
believed to have diminished from Frs. 
12,000 million to Frs. 10,000 million, 


the hoarded notes are suspected to have 


risen from Frs. 28,000 million to Frs. 
30,000 million, since the value of Frs. 
1,000 and Frs. 500 Bank of France notes 
outstanding is up by about Frs. 2,000 
million compared with last year. As for 
the funds in the savings banks, they are 
estimated at little short of Frs. 60,000 
million, having suffered no permanent 
diminution in recent years despite in- 
ternal and external alarms. 


APPROACHING CENTENARY OF 
THE MIDLAND BANK 


N his speech at the ordinary general 
if meeting of shareholders of the Mid- 

land Bank Limited, London, Rt. 
Hon. Reginald McKenna, chairman, 
pointed out that next year the bank 
would celebrate its centenary. “We are 
fortunate in this,” he said, “for the first 
fifty years of our life covered a period 
of serious and sometimes fatal instability 
among banks. Many fell by the way, 
not because bankers were less honest or 
less intelligent than other people, but 
because commercial banking, always a 
difficult art, becomes exceptionally difh- 
cult in a period of pronounced economic 
change, and bankers had not been able 
to gain the necessary experience. As 
time went on it became evident that 
small local banks were quite unable to 
meet the demands of fast expanding in- 
dustry, and the paramount need of sta- 
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FOREIGN BANKS ARE INVITED TO CORRESPOND WITH 


The Central Bank of India, Limited 
Bombay (India) 


UR close contact with the commercial activities with five 
Offices in the City and various Branches in other parts of 
India, puts us in the best position to serve you. 
S. N. POCHKHANAWALA, Managing Director 











IN EVERY BANK 


The Collection Service 


contends with difficulties, but American methods have 


reduced these to a minimum. 


When establishing our Foreign Department, years ago, 
we followed the systems patronized by leading American 


Banks. 


Today we handle more American collections in 


this market than any other local Bank. 


LA PREVISORA NATIONAL BANK OF CREDIT 
Head Office: GUAYAQUIL (Ecuador) 


Branches: QUITO, AMBATO, RIOBAMBA, MANTA, BAHIA, CUENCA. 


bility compelled the absorption of many 
of them into larger units, with the result 
that nearly all are now consolidated into 
a few great institutions.” 


THE WORLD'S INDEBTEDNESS 


CCORDING to the report on 
A omar Economic Situation at 
the Turn of 1934-35, published 
by the Reichs-Kredit-Gesellschaft, Ber- 
lin, “The problem of world indebtedness 
continues unsolved.” “The attempts,” 
the report says, “to withdraw credits 
and to unravel the skein of international 
indebtedness, which in its extreme form 
led to the credit crisis of 1931, has not 
yet come to an end, and is still a bur- 
den upon world credit conditions. And 
so the fight for position in the credit war 
continues, and no attempt is made to 
arrive at a solution which shall meet the 
opposing interests of both the creditors 
and debtors.” 


BANKING SITUATION IN THE 
ARGENTINE 


EPORTING under date of March 
R’ 11, the Buenos Aires branch of 
the First National Bank of Bos- 
ton states that the finance committee of 
the chamber of deputies has made about 
ninety changes in the projected banking 
laws, most of which are unimportant, 
although improving the project as a 
whole. 
The January combined bank statement 
shows: 
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m$n 
ok re 21,944,000 
Loans up 3,360,000 - 
re ener eae 21,019,000 
Cash reserve 18 per cent. 


The most recent conversion office re- 

port shows: 
m$n 

Gold reserve 561,006,035 
Commercial rediscounts 200,257,043 
Patriotic loan bonds 145,291,180 
Currency in circulation 1,199,572,516 
Reserve ratio 46.8. 


At par one gold peso equalled $0.965 
United States gold and one paper peso 
equalled $0.4245 United States gold at 
the former gold parity of the dollar; 
present exchange value of the paper 
peso is approximately $9.25 United 
States currency. 


AUSTRALIAN BANKER 
HONORED 


O commemorate the honor of 
Knighthood recently conferred on 
Sir Ernest Cooper Riddle, K. B., 
governor of the Commonwealth Bank of 
Australia, officials and other representa’ 
tives of the bank gave a dinner to him 
at the Hotel Australia, Melbourne. It is 
felt that this honor is not only a merited 
recognition of Sir Ernest’s high character 
and eminence as a banker, but also of 
the important relations of the Common: 
wealth Bank to banking in Australia 
and throughout the British Empire. 





Christiania Bank og Kreditkasse 


Oslo (Christiania), Norway 


Founded 1848. Telegraphic address: Kreditkassen 


First established 
private bank in 
Norway 


Bankino Business oF Every 
Description TRANSACTED 


Paid up capital 
and reserve funds 
Kr. 40,000,000. 


New York Agenta: 
The National City Bank of New York, Guaranty Trust Company of New York 
and Irving Trust Company 


IMPROVING CONDITIONS IN 
AUSTRIA 


§ reported by the Vienna corre- 
Acrensen of The Economist, Lon- 
don, the Austrian bank rate has 

been reduced to 4 per cent., the lowest 
rate reached in post-war times. “The 
reduction of the rate,” the correspondent 
reports, “should be regarded chiefly as 
a preparation for the floating of the 
new 100 million schilling domestic loan 
which is announced for the spring. Gilt- 
edged prices, which have been rising for 
a year, have been still further strength- 
ened by the reduction of the bank rate; 
and the Austrian tranche of the Federal 


loan of 1930 has reached par. No fall- 
ing off in public savings need be feared, 
as the rate of interest payable on de- 
posits withdrawable without notice is to 
remain at 3 per cent. The increase of 
such deposits is astonishing. It amounts 
for the first seven weeks of the current 
year to 128.3 million schillings (includ- 
ing interest payments), as compared with 
an accretion of 117.8 millions in the 
whole of the year 1934. The total of 
deposits, about 2242 million schillings, 
does not include the deposits of the co- 
operative societies. Interest on over’ 
drafts will be reduced by the full extent 
of the fall in bank rate, namely by 4 


per cent.” 


ITEMS OF CURRENT INTEREST 


HUNGARIAN COMMERCIAL BANK OF 
Pest. The ninety-third general meeting 
of the shareholders of this institution was 
held on February 5. The balance sheet 
for the business year 1934 shows a net 
profit of pengo 3,284,589.96 against 
pengo 3,357,162.49 as in the preceding 
year. Including profit brought forward 
from 1933, the total profit amounts to 
pengo 4,640,634.15 against pengo 4,- 
686,746.94 for 1933. Following an old 
Practice, profits on several transactions 
already concluded will be accounted for 
at a later date. 

As compared with the results of the 
Previous year, net profit decreased by 
about pengo 73,000. Earnings on in- 
terest and coupon account were by 
about pengo 262,000 less than last year. 


Profits reached from commissions, stock 
exchange and foreign exchange business 
and different other profits declined by 
approximately pengo 132,000, while the 
income from real estate shows a decrease 
of about pengo 26,000. The decline in 
the earnings has been balanced by sav- 
ings on overhead expenses. In view of 
the fact that great caution is still neces- 
sary, in addition to the usual new re- 
serves claims to the amount of pengo 
2,171,555 (pengo 2,074,089 in 1933) 
were written off. 


OtTToMAN BANK. The committee of 
the Ottoman Bank have appointed 
Monsieur Philippe Garelli, Director- 
General Adjoint, to the post of Director- 
General for Turkey, left vacant by the 
expiration of the powers of A. H. Reid. 
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CAPITAL 
Authorized P10,000,000.00 
Fully Paid P6,750,000.00 

(US$1.00=P2.00) 


Mi 


ex All 


BRANCHES 
Cebu, Iloilo, Zamboanga 


EIGHTY YBARS 
and more of experience and familiarity with local business conditions have placed our organization in an 
exceptionally favorable position to undertake commercial banking, fiduciary and trustee business of every 
description in a country which, like the Philippines, is developing rapidly and offers considerable oppor- 
tunities to the foreign importer, merchant and investor. 


We solicit the agency and collection business of foreign Banks. 


This appointment had received the pre’ 
vious approval of the finance minister, 
in accordance with the terms of the con- 
vention of June 5, 1933, between the 
state and the bank. 


ANGLO-POLISH BANK LIMITED. The 
fifteenth annual general meeting was 
held at Warsaw March 2. President 
Leon Nowakowski reported that the 
turnover for the bank had been well 
maintained, and that deposits at the end 
of last year had considerably increased 
compared with the previous year. While 
low interest rates on loans had slightly 
reduced profits for 1934 as compared 
with those for 1933, there were com- 
pensating factors in the increased turn- 
over and a material reduction in ex- 
penses. 


THE monthly report on credit and busi- 
ness conditions, issued by the Banco 
Central de Chile, showed considerable 
increases in all lines of activity in the 
year 1934, over that of 1933. 
Unemployment has practically been 
terminated, owing to the large expansion 
in industrial production and especially 
the building industry. At the end of 
1933, 45,000 labor applicants figured on 
the employment registers; at the close of 
last year this figure dropped to 12,100. 
Domestic wages continued to increase, 
the total amount disbursed under this 
heading in 1934 being 902 million pesos, 
representing an increase of 20 per cent. 
over the previous year; but this figure is 
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still lower by 8.5 per cent. than the 
average for the years 1928-30. 

Mining production showed an increase 
of 64 per cent. for gold; 58 per cent. 
for copper, which for the year 1934 was 
only 55,000 tons less than the output 
for 1929; and extraction of coal reached 
the highest figure recorded up to the 
present, which is 17 per cent. greater 
than the output of 1933. 

The general index of mining produc’ 
tion, which on an average rose by 61 
per cent. over the year 1933, comprises 
also the output of nitrate, the figures for 
which are not published. However, from 
various publications made by the Nitrate 
and Iodine Sales Corporation, it is in 
ferred that the production for the ni 
trate year ended June 30, 1934, was a 
little over 500,000 tons. The produc: 
tion for the current nitrate year will be 
considerably greater, as sales are esti- 
mated at approximately 1,000,000 tons 
which, in accordance with the law that 
created the corporation, will be effected 
in great part with nitrate of new pro 
duction. At the close of 1933 ten 
plants were working, whilst at the end 
of 1934 there were sixteen in operation. 

National manufacturing production 
continued to expand in 1934. The gen 
eral index, which comprises fourteen 
industrial lines, shows an increase of 9 
per cent. over the previous year. The 
greatest increase registered is 46 per 
cent. in the production of cement, due 
to the large expansion in building and 
construction activities referred to above. 
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overng CANADA 


. ..and Knowing Conditions 


BANK OF MONTREAL 


OVER 


OFFICES in the UNITED STATES 


New York Agency: - 64 Wall Street 
Chicago Office: 27 South La Salle Street 


San Francisco Office : Bank of Montreal 
(San Francisco) — 333 California Street 


Established 1817 
500 BRANCHES IN CANADA 


TOTAL ASSETS IN EXCESS OF $750,000,000 , 


Current Conditions in Canada 


NDER date of March 22 the 

Bank of Montreal makes this 

report on business in the 
Dominion: 

“The Dominion Bureau of Statistics, 
which on March 2 showed a gain from 
the preceding week, has since maintained 
the improvement. Compared with con- 
ditions in 1934 the index showed an 
increase of nearly 12 per cent. in the 
week of March 9. 

“Car loadings, after a record of sev 
eral weeks of betterment, as compared 
with the same period last year, declined 
slightly from seasonal causes in the tenth 
week, but the total for the ten weeks 
rose to 424.974 cars from 405,354 in 
1934, a gain of 19,620, or nearly 5 per 
cent. Wholesale prices were somewhat 
stronger in the first week of March and 
bank clearings were nearly 10 per cent. 
higher than in the same week of 1934. 
It is to be noted, also, that company re- 
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ports, in the majority of instances, con- 
tinue to show a more prosperous condi- 
tion. An increase of 3 per cent. in the 
net amount of life insurance written in 
Canada in 1934 and paid for in cash is 
reported by the Dominion Insurance 
Department. Retail prices, rents and 
costs of services were fractionally higher 
in the first half of March than in the 
month of February. 

“Railway earnings, a dependable meas- 
ure of business activity, were 4.9 per 
cent. higher in February than in the 
corresponding month of last year. The 
Canadian Pacific Railway's report on 
earnings for 1934, made public after a 
meeting of the company’s directors on 
March 11, showed net earnings of $24,- 
384,023, compared with $20,862,106 in 
1933, the special income for 1934 being 
$6,663,793. The directors issued a 
statement that the declaration of any 
dividend for 1934 would be unwar- 
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ranted in view of the unsettled finan- 
cial conditions and the consequent de- 
sirability of conserving the company’s 
cash position. 

“The manufacture of automobiles 
went up from 10,607 cars in January 
to 18,114 in February, compared with 
8,571 in February, 1934. New motor 
vehicle sales in January totaled $3,505,- 
028, compared with $2,357,674 in De- 
cember, $2,116,095 a year ago, and $1,- 
843,737 in January, 1933. The index 
of general retail sales compiled at Ot- 
tawa stood at 61.2 for January, 1935 
(January, 1929 = 100), a decline from 
99.5 during the holiday business rush, 
but higher than for January, 1934. The 
amount of new building contracts 
awarded has recently declined but was 
markedly above that of February, 1934. 
Building permits have been extremely 
buoyant, the index rising from 18.1 in 
January to 61.3 in February, and ag- 
gregating over three times the figure for 
February, 1934. 

“Canadian exports continue to mount, 
showing a gain of nearly $3,000,000 
over January, being 23.5 per cent. higher 
than in February a year ago, and 77 
per cent. above February, 1933. The 
‘favorable’ trade balance (exclusive of 
gold) works out at $144,712,000 for the 
twelve months’ period. During the 
calendar year 1934 more than one-third 
of Canada’s total imports consisted of 
raw materials for industry; the gain in 
these imports over 1933 amounted to 
over 33 per cent., while the gain in 
other imports was less than 25 per cent. 

“A downward trend in current loans 
continued in the January bank statement, 
the figure reaching the lowest point since 
February, 1917. On the other hand, 
domestic deposits showed a gain of 
$115,600,000 over a year ago, constitut- 
ing a surplus of $893,000,000 over loans, 
compared with one of $711,000,000 on 
the same date of 1934. Security hold- 
ings by the banks have now reached 
$973,000,000, the highest point in the 
history of Canadian banking. Total 
quick assets have also attained a new 
high at $1,236,000,000. The Dominion 
note issue and total notes in the hands 
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of the public both showed gains over a 
year ago. Bank debits were larger in 
January by 3.3 per cent., and in Febru. 
ary were at the same level as in Febru 
ary, 1934, namely, $2,089,000,000, 
For the year 1934, as a whole, debits 
were 9.6 per cent. higher than in 1933, 
Based on the above and other figures it 
is estimated that total payments by 
check and cash in Canada were about 
$41,748,000,000 in 1934 compared with 
$37.984,000,000 in 1933.” 


INDUSTRIAL ACTIVITY INCREASING 


The Canadian Bank of Commerce, in 
its Monthly Commercial Letter for 
March, takes the following view of the 
general situation in Canada: 

“Industrial activity is increasing, 
though apparently the upturn is at a 
slower pace than at this time last year, 
for we observe that a number of indus- 
tries of the secondary class either have 
remained in a stationary position or 
have less work in hand than a month 
or two ago. The lack of fresh stimulus 
over a fairly wide area tends to counter’ 
balance a seasonal expansion in certain 
major industries (forestry, steel milling, 
construction and automobile manufac- 
ture). Too much importance should not 
be attached to the failure of general 
business to advance at the rate of a year 
ago, for there was then an unfilled de- 
mand for certain consumption goods 
which was soon partly satisfied and ex 
ternal markets were somewhat more re 
ceptive of raw materials, with the result 
that the rise in industrial production 
was almost meteoric. Moreover, the 
revival in the early part of 1934 was 
from a level of activity not far above 
that of the acute depression period and 
there was much lost ground to regain, 
while at this time the position of many 
industries is not far below normal and, 
therefore, there is not the same leeway 
for recovery.” 


GROWTH OF EMPIRE TRADE 


Growing trade with the other parts 
of the British Empire is thus analyzed 





CURRENT CONDITIONS IN CANADA 


by the Royal Bank of Canada in its 
March survey: 

“During the past two years the value 
of Canadian exports to Empire countries 
has increased by $118,000,000, an ex- 
pansion that is extraordinary in view of 
the low level of trade between most 
parts of the world. Of the total in- 
crease in Canadian exports in these two 
years, $92,000,000 has been in the form 
of increased exports to Great Britain, 
$26,000,000 in increased exports to other 
parts of the Empire and $41,000,000 in 
exports to non-Empire countries, an ag- 
gregate increase amounting to $159,000,- 
000. Until quite recently the volume 
and value of the exports of most non- 
Empire countries have continued to de- 
cline. While the downward trend in 
world trade may have passed its nadir, 
there has been no similar upward move- 
ment comparable with this recent trend 
in Canadian exports. 

“On the import side, Canadian pur- 
chases from Empire countries amounted 
to 28 per cent. of total imports in 1932 


and to 31 per cent. of total imports in 


1934. Where imports from Great 
Britain in 1932 had a walue of $93,- 
500,000, by 1934 their value had in- 
creased to $113,400,000. Certainly, in 
comparison with imports from other 
countries, Canada’s imports from Great 
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Britain show a slow but definite upward 
trend. It may well be that the relative 
retardation in this movement, as com- 
pared with that in our exports, is due 
to the fact that growth in trade in manu- 
factured products must develop more 
slowly than that in foodstuffs and raw 
materials, particularly during a depres- 
sion. It is on the export side of the 
ledger, however, that we find the most 
immediate and most obvious changes in 
the trend of trade.” 


CANADA’S NEW CENTRAL BANK 


Last month the Bank of Canada, the 
Dominion’s new central banking institu- 
tion, opened its head office at Ottawa, 
and has established a branch in each of 
the provinces. 

It will constitute the central holding 
for the country’s gold reserves and as- 
sume responsibility for the Dominion 
government notes. Gradually the notes 
of the chartered banks are to be re- 
placed by notes of the Bank of Canada, 
but the chartered banks will still retain 
the right of note issue up to 25 per cent. 
of their paid-up capital. 

Graham F. Towers, formerly assistant 
general manager of the Royal Bank of 
Canada, is now governor of the Bank 


of Canada. 
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ADVERTISING AND PUBLIC 
RELATIONS 


A MONTHLY REVIEW OF CURRENT ADVERTISING AND NEW 
BUSINESS EFFORT BY AMERICAN BANKS 


Edited by Matcotm Davis 


What! No Side Whiskers? 


By Rop MacLean 
Manager, Advertising and Publicity Department, California Bank, Los Angeles 


HEN side whiskers went out 
of style years and years ago 
bankers retained them for a 


short while after other people. For it 
is ordained that bankers shall be slow 
to change; and this is as it should be. 
They are on the other end of the see- 
saw from the world beaters, and the ar- 
rangement tends to give us a balance 
between liberal and conservative ele- 
ments. 


But though they are slow to change, 
bankers today are not noticeably differ- 
ent in appearance from other successful 


business men. When a banker orders 
a suit from his tailor he does not find 
it necessary to order last year’s style. 
He has never questioned his ability to 
uphold the dignity of his profession in 
today’s habiliments. By nature he 
eschews loud checked suitings and yel- 
low shoes—but who doesn’t? 

Yet some of these bankers, whose 
wardrobes are the last sartorial word, 
not only permit their bank’s advertis- 
ing to go attired in peg top trousers and 
button shoes, but even believe that that 
is what the well dressed bank ad is 
wearing. Let it be said in their favor 
that they are not alone in this. Ad- 
vertisers can be found in almost every 
line who cling to this trade-mark, that 
container or yon bewhiskered logotype. 
They are quite sincere in their belief: 
it is merely that they forget that while 
the trade-mark was good enough for 
their grandmother—Granny doesn’t live 
here any more. 

Bank advertising need be no less dig- 
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nified in modern dress than is the banker 
himself. Indeed, from the layout man’s 
point of view, modern style permits 
more dignity than ever. The trend ir 
layout is but a part of the general trend 
of all design toward simplification, and 
dignity certainly draws largely on sim- 
plicity. Banks which have provided 
new and modern buildings to accommo- 
date growing business have gone un- 
censored, even though their buildings 
were as up to date as the skyscraper 
next door. They haven’t feared that 
Mr. John-with-the-Doe will withdraw 
his two millions because the new build- 
ing doesn’t have Grecian pillars or a 
couple of flying buttresses. No indeed, 
they've been pretty darn proud of their 
new building and have showed Mr. Doe 
all the new gadgets. 

Yet a lot of bankers are nervous about 
showing Mr. Doe a clear, simple, lay- 
out in their advertising. Mr. Whoosis, 
42nd V. P. in charge of advertising, is 
considered a Beau Brummel. His bank 
is housed in an air-conditioned building; 
but he wants a for-get-me-not border 
and Cheltenham type in his advertising. 
It isn’t that Mr. Whoosis personally 
favors these souvenirs of the gay nine 
ties. He believes, God forgive him, that 
the public is addicted to them. 

If Mr. Whoosis fears an adverse pub: 
lic reaction to the use of modern lay’ 
out the experience of California Bank 
should prove reassuring. Let it be re 
membered, in whatever may follow that 
we are considering modern, not modern: 
istic, layout. The latter forgets that the 





a Ra a a a arn mi em ema eee ree aaa 


ADVERTISING AND PUBLIC RELATIONS 


ara 


POR? 
Rk 
4; 


a 


CONVENIENCE 


TvVasddad ATAWIAW 


CALIFORNIA BAMK 


KS JANaSaa 


mei 


¢ 
oy 
> 


> 
=z 


JRANCE FUND 


PORT, 
Alp 


% 


4 


gv JdOW ONINYVG1 NYWA1LN32 


ECONOMY 


my are going. Trudéjeconomy 


d as geople realize that 


qgi aggnin 


k saves time and energy 


ney, they are availing themselves ofthis 


1va3 


economical service. We would like the opperfunity of 


serving you, too, in our checking account department 


CALIFORNIA BAWIK 


3AaIS34 


ONVENIENT OFFICES IN LOS ANGELES CITY AND COUNTY m 
SO on eee FEDERAL DEPOSIT INSURANCE FUND 


T 


3LSAS 


These two examples of Mr. MacLean’s modernized layout afford excellent proof of the 


soundness of 


task of layout is the orderly, appropriate 
arrangement of necessary elements, and 
concerns itself with an exaggerated ex- 
ploitation of those elements and the in- 
troduction of unnecessary ornament. 
Ornament so used serves only to detract 
from the appearance of an ad and to 
divide the reader’s attention. 

In behalf of modern layout for banks, 
then, let us say that during the three or 
four years California Bank has used it, 
there has been no criticism, to the best 
of the writer’s recollection. That it has 
been effective is best proven by the rec- 
ord of savings ads, run at different times, 
in which budget books were offered free 
to those applying at any of the bank’s 
branches. In six months prior to one 
savings campaign only 2600 budget 
books were distributed. During the 
campaign, which lasted six months, more 
than 17,000 people called at various 
ofhices of the bank for budget books. 

Such comment as has reached our ears 
regarding the bank’s advertising has all 
been favorable. Indeed, though we say 


his arguments. 


it who shouldn’t, it has been definitely 
complimentary. The senior officers of 
the bank have looked upon it and found 
it good. Socrates, eastern advertising 
critic, saw fit to rate a recent California 
bank ad as best in the United States 
and Canada for the month in which it 
ran. In his score for the year ended 
October 1, 1934, the same critic rated 
the bank’s advertising in seventh place 
for the entire country. From this cross 
section of comment it would seem that 
modern layout for banks has “made the 
grade.” 

If there are those who feel this calls 
for any justification, perhaps a resumé 
of layout’s place in the scheme of things 
would prove convincing. While bank- 
ers still are not entirely sold on the 
efiicacy of advertising, even the doubt- 
ing Thomas is afraid not to advertise. 

Accordingly he calls in the boys and 
tells them to fix up an ad. He says: 
“I think it would be a good idea to tell 
the public we have a surplus of loanable 
funds we'd like to put to work.” 
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The copy man translates this for the 
benefit of the man in the street, and 
after a committee of twelve has success- 
fully obliterated all recognizable signs 
of its paternity, it is ready to be clothed 
and sent forth as a representative of 
the First-Fourth and/or Seventh Na- 
tional Bank. 

A hypothetical layout man, who has 
always eaten his spinach, steps up at this 
point with a story something like this: 
This is swell copy, and we'll have a lot 
of borrowers in here—if they read it! 
But we've got to remember there’s no 
law compelling anyone to read it. In 
fact the odds are against it. For one 
thing we've got to make sure that John 
Public sees the ad. If we can attract 
his attention for a moment, maybe we 
can get him to read it. 

How to do this? There are two 
ways. The first and obvious way is to 
buy a double spread in the papers. It’s 
pretty hard for John to miss so large an 
ad. For the bank which finds the cost 
of such space depressing, there is the 
alternative of using all the crafty ar- 
tifices of layout to magnify the attention 
value of small space. (Those advertis- 
ers who have seen a one column three 
or four inch competing ad go “boom” 
right next door to their own display do 
not need proof that this can be done.) 
It is unnecessary here to indicate specific 
ways and means. Suffice to say that 
any layout man who is worth his salt 
has a bag of tricks designed to catch 
roving eyes. 

With John Public’s attention arrested, 
how do we hold it? Again, layout— 
the orderly arrangement of the ad’s ele- 
ments in their logical sequence. We 
reduce the ad to its most readable form. 
Then if Mr. Public passes us up, we 
have no stain on the family escutcheon. 
We have done our best—and John just 
can’t be had today. It is possible that 
we might have caught John’s attention 
with some high-falutin scrolls and a 
trailing arbutus border. But there are 
ways and ways of getting attention. A 
person. could garner a lot of it by ap- 
pearing in red flannels. But we are 
looking for favorable attention; and we 





very emphatically believe the simplicity 
of modern design will do the job for us 
better than all the laces and ruffles of 
yesteryear. 

If one cares to go to such lengths, 
the simplification of design which is be- 
ing currently expressed in layout as well ~ 
as in other design forms is just another 
manifestation of the human striving at- 
ter beauty and truth. The elimination 
of impeding and unessential elements is 
a healthy sign. And it is a process 
which is due to continue. Its logic and 
veracity are best exemplified in the de- 
sign of our modern airplanes. The lines 
of these planes were not born in an 
artist’s brain, but were drawn by nature. 
For the time being they represent the 
least common denominator between our 
desire and need for speed, and nature’s 
powers of resistance in the air. 

Our planes are beautiful. Our motor 
cars will be when true stream-lining is 
accomplished—for a natural line is a 
beautiful line. 

Modern layout reflects this trend. It 
is today’s way to dress the advertiser's 
message to the best advantage. It per- 
mits a wide range of treatment, from 
the ultra modern to the dignified and 
conservative. It has proven more than 
adequate—even for banks. John Pub 
lic’s sensibilities are not shocked by it. 
Unconsciously his taste is being im- 
proved by daily contact with it in build- 
ings, furniture, motor cars, trains, planes 
—and advertising. 

Moral: Once upon a time side whisk 
ers were impressive—but that was Yes: 
terday! 


THOSE PRE-DEPRESSION DAYS 


ONSTANT readers of this de- 
( partment need no further intro- 

duction to this particular section, 
but for the benefit of those who have 
just tuned in, as Huey Long would say, 
the following items have been tenderly 
culled from “Financial Advertising in 
1929,” a book edited by Richard F. Dur 
ham and published prior to the darker 
ages by The Bankers Publishing Com: 
pany. A few copies of this historic 











Ra Sn en ad 


ADVERTISING AND PUBLIC RELATIONS 


495 


ee se 


volume are still available at the cost of 
only one dollar (adv.). 

Now that the “commercial” is out of 
the way, it may be interesting to see 
how the First Wisconsin National Bank, 
Milwaukee, sold its safe deposit vaults 
to the good people of that city. Those 
were the days when folks had securities 
galore, you remember, and the First 
Wisconsin suggested “Five Steps in Safe 
Deposit Protection.” Each of the five 
steps was illustrated by use of action 
halftones: the customer signing the 
signature slip; the slip as a passport 
through the vault gates (with part of 
the caption reading “door of the vault 
proper can be seen in the background”) ; 
the two-key ritual; the attendant giving 
the box to the customer; and the cus- 
tomer examining the contents in the 
privacy of a locked room. The illus- 
trations were reproduced from photo- 
graphs taken in the bank’s safe deposit 
vaults. Thus the interior of the vault 
itself was used to give a visual back- 
ground to the actual operation of it. 
Each illustration was accompanied by 
a few explanatory words and the com- 
bination of pictures and copy explained 
a somewhat detailed procedure in very 
short order. 

“Our Home Talk Number 462” was 
one of a series published over a period 
of several months by the Home National 
Bank, Brockton, Massachusetts, and it 
dealt with “Private Papers and Prying 
Eyes.” Written in the same informal 
vein as the rest of the series, it pre- 
sented the safe deposit box to one and 
all. Following the heading, the copy 
ran, “You've seen them—those inquisi- 
tive, want-to-know eyes—respectors of 
nobody's business. You know them— 
members of your clan by birth but not 
by choice. Why give them your 
secrets?” The suggestion followed that 
private papers of various sorts be placed 
in a safe deposit box. The cost, and 
an outline of the services offered, com: 
pleted the ad. This strikes us as 


handling a delicate subject gently and 
firmly—not so firmly as to create an- 
tagonism and not so gently as to fore- 
stall action. 


Backed by direct mail and 


other forms of publicity this advertise- 
ment reached the objective at which it 
was so carefully aimed. 

The Union & New Haven Trust 
Company in one of their then current 
advertisements stressed the fact that, 
when people go away in the summer, 
their homes no matter how tightly locked 
are neither burglar nor fireproof. 
“Chests of Silverware, Family Heir- 
looms, Data on Research, Manuscripts, 
Jewelry” were prominently mentioned, 
and the conclusion was logically drawn 
that if these were put away in the Trust 
Company’s new safe deposit vaults the 
protection of every modern safety de- 
vice could be obtained for only a few 
cents a week. In this fashion did some 
of the little advertised uses of bank safe 
deposit services brighten up the usual 
theme song and keep the subject inter- 
esting and lively. 

Before we close this section touching 
on some of the ways that banks were 
selling their safe deposit boxes in 1929, 
we beg permission to quote from the 
March, 1935, issue of Property, a 
monthly pamphlet “Devoted to the Pro- 
tection of Your Estate” and issued by 
the Fidelity Trust Company, Pitts- 
burgh. Perhaps there’s no direct con- 
nection between trust promotion and 
safe deposit boxes, but Property 
prints a right smart little story and 
adds a conclusion adapting it to trust 
service. Here’s just the story, without 
the conclusion, and you can adapt it as 
you see fit. 

NEW LIGHT 

There was a sales meeting on. A group 
of defeated, discouraged order takers, once 
alert salesmen, gathered around the board 
while their employer, a brick manufacturer, 
rose to his feet. 

“Gentlemen, it seems no longer profitable 
to manufacture bricks. But,” a note of op- 
timism was in his voice, “we have a new 
product. Before I show it to you I want 
to tell you about it. It is the most adaptable 
of all building materials, it is beautiful, it will 
never wear out, never gets out of repair, does 
not require painting, and is easily installed. 
Its beauty, economy and durability should 
make it the talk of the building trade. Here 
it 18. 

Deliberately, impressively, he unwrapped a 
carefully tied package. The salesmen 
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crowded around with almost-forgotten en- 
thusiasm and saw—a common brick. 
They got the point. With renewed in- 


terest and appreciation they went out to sell 
a remarkable product, so familiar to them 
that its utility had been forgotten. 


How Banks Are Advertising 


@ The First National Bank and Trust 
Company of New Haven, Connecticut, 
issues a compact but comprehensive little 
booklet titled “First National Facilities” 
and lists some twenty-two of them. 
Probably most folks who received it 
were very much surprised to learn that 
their bank offered such a variety of serv- 
ices. The booklet is the sort of thing 
that one is apt to hang onto as a mat- 
ter of reference, especially as its clarity 
makes it easy on the understanding of 
the layman. Another folder sent out 
by this bank on their safe deposit serv- 
ice is worthy of mention. Its size is 
31/4, inches by 51/4 inches. The front 
page simulates a safe deposit box door 
and simply states, “Behind this door 
* Open it and you find page two 
simulating the inside of that door. Fac- 
ing that is the safe deposit box itself 
with the words, “Inside this box . . .” 
Open that and you find a good exposi- 
tion of the advantages of such a box. 
Part of the folder is a return card which 
may be detached, and on its reverse side 
one can check the size box one is inter- 
ested in, thus bringing further informa- 
tion. Besides the list to be checked, the 
return card illustrates a hand phone 
which asks, “Rather Phone? Call 
5-1151.” This three-fold little mailing 
piece is most ingenious and certainly 
walks one right into the vault with no 
questions asked but many answered. 


@“Where Do You Keep Your Sav- 
ings?” asks the heading of an advertise- 
ment from the First National Bank of 
Glens Falls, New York, and while this 
is indeed a pertinent question, lest some 
get pertinence mixed with impertinence 
the bank goes quickly to “That is your 
business, you may say. We agree with 
you—and we would not ask such a 
question of you in person.” Thus the 
copy leads easily into an explanation 
of the fact that if some people had be- 





come addicted to saving out of town 
because once there was a difference in 
the rate of interest, let them be re 
minded that the First National now 
pays the maximum interest allowed by 
law to any bank in the state with or 
without Federal Deposit Insurance. This 
is certainly getting right down to the 
core in a forthright fashion because, as 
the bank then points out, “your savy- 
ings here will be equally profitable, 
equally safe, and far more convenient.” 
So far, so good, but the bank wanted to 
peg down a couple more points and by 
adding two short sentences it made its 
argument air tight and tied itself right 
to the heart of the community. Still 
speaking of savings, the copy closes with 
“Finally, they will play a constructive 
part in the development and welfare 
of Glens Falls. That, too is your busi: 
ness!” Such an effective and neatly- 
turned argument deserved a comparable 
setting—and got it. 


{ Out in Denver, Colorado, the Guard- 
ian Safety Vault Company ran a car 
toon in local papers showing a couple 
of thugs having difficulties in breaking 
into a bank vault. The caption (hold 
your hats, ladies and gentlemen) read, 
“We're dirty thugs, the toughest mugs 
that ever met each other. All safes 
we crack to get the jack and valuables 
uncover; but there are no faults in 
Guardian’s vaults that hold the jewels 
of mother, for double doors are awful 
bores—aw NUTS! Let’s crack some 
other.” So many thanks to all those 
banks whose explanations, short and 
sure, tell the people who are many how 
to save a pretty penny, in recognized 
vernacular. (Warm, isn’t it?) 





@ The Anglo California National Bank 
of San Francisco believes in being timely 
—and in more ways than one, too. 
(English are a funny tongue—well, let 
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it pass.) The San Francisco News 
featured pictures of the Dionne quin- 
tuplets in an advertising supplement of 
baby copy and the bank ran a display 
ad therein reproducing a letter it mails 
to every newborn baby in the city. It 
began, “To Every Newborn Baby: This 
is the first letter you have ever received, 
so you must ask Mother or Father to 
read it to you. We are very glad to 
welcome you into this big world, and, 
as one way of expressing our welcome, 
we have set aside for you a first birth- 
day present of a $1 savings account in 
this bank.” The letter goes on to sug- 
gest the many valuable uses the sav 
ings account will have in later life; the 
convenience the baby’s parents will have 
in depositing in the account; tells 
“Mother and Father” how to complete 
the opening of the account; and offers, 
with an additional deposit, a Baby Bank 
in which the baby’s friends and rela- 
tives can deposit coins with their good 
wishes. The bank, through R. D. Brig- 
ham, vice-president, adds its good 
wishes, and all in all it seems a very 
pleasant piece of enterprise indeed. 


@The co-operative advertising cam- 
paign of The Savings Banks of Brooklyn 
and Queens answers questions asked by 
some of the depositors. For example, 
Mr. E. B—, grocer, Passbook No. 
158763 (quite an idea, that passbook 
business) asked, ““Are My Savings Bank 
Deposits Insured?” and the ad answered, 
“That’s a fair and intelligent question, 
Mr. B——, and the answer is ‘yes’.” 
The copy goes on to say that besides 
the substantial insurance fund set up 
by the savings banks of New York State 
that there are two other ways that de- 
posits are “insured” in a savings bank. 
One is the restriction by law of its in- 
vestments, and the other the surplus 
fund which each savings bank has and 
which is added to each year. These 
points were amplified satisfactorily and 
thus lead accurately to the final sugges- 
tion to “Put Your Savings in a Sav- 
ings Bank.” The ads in this series are 
identified as explanations of the Sav- 
ings Bank as an Institution, and the in- 
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quiring depositor idea does the job very 
aptly indeed. 


@ These modernization loans can do 
some remarkable things and “Here's 
What One Ontario Resident Did with 
a $250 First National Bank Housing 
Act Loan,” and if the First National 
Bank of Ontario will allow us to quote 
from one of their recent ads, here’s what 
he did do: 

1. He enlarged his living room, extend- 
ing one wall four feet. 

2. He installed new lighting fixtures in 
the living room and dining room, also three 
new electric plugs. 

3. He constructed a new partition with 
an arch between the living room and the 
dining room. 

4. He repaired the hardwood floors in his 
house. 

5. He had the roof of the house raised 
and covered with Congo roofing. 

6. He reset the gas heater and installed 
a new vent. 

7. He widened a built-in desk and reset it. 

8. The fireplace was removed. 

These points were also cited in a broad- 
cast as well as the fact that the whole 
business is only costing the gentleman- 
who-sure-got-his‘money’s worth only $7 
a month for 36 months. 


GA plan developed by Herbert M. Ol- 
ney, trust officer of the Underwriters 
Trust Company, New York City, makes 
trust service available to the general 
public on a popular scale as are check- 
ing and thrift accounts, safe deposit 
boxes, and the like. This plan accepts 
payments as low as $10 a month to- 
wards the building of a true trust fund, 
with a co-mingled or combined fund 
used to invest the assets of the small 
trusts. A booklet, “Trust Service for 
Everybody,” tells more about the plan 
and its operation. It explains the various 
features as “spelling”; systematic ac- 
cumulation of capital; higher return on 
reserve fund plus more rapid accumula- 
tion of capital; safety; liquidity and in- 
dependence of action; convenience; 
making a profit on money spent; and 
financial independence in old age. It 
presents a clear exposition of a most 
interesting idea which the bank has 
been testing for the past two years. 


THE BANKERS MAGAZINE 


Sidelights and Shadows 


HERRIES, maraschino and glacé, 
were displayed in the Peoples 
National Bank, Grand Rapids, as 

a part of a series of industrial exhibits 
sponsored by the bank, and the processes 
involved in getting the cherry from tree 
to package were traced. . A display 
of Memphis merchandise is in the lobby 
of the National Bank of Commerce in 
Memphis, with one week allotted to 
each manufacturer—requests for per- 
mission to be allowed to display came in 
so rapidly that they had to be not only 
date-stamped but time-stamped; and 
thus the active, interesting lobby dis- 
play keeps coming into its own... . 
Civic pride prompted the First National 
Bank, Tampa, Florida, to devote its 


regular display advertising newspaper 
space, one day, to inviting the public 
to attend the Pan-American Special Ex- 
hibit; which seems a kindly idea as there 
is reciprocity in a bank interesting itself 


in the interests of the community. 

Two hundred officers and employes of 
the Central Savings Bank, New York 
City, had a swell time at the bank’s 
annual dinner dance on March 2; if the 
folks within a bank enjoy themselves it 
seems likely that the bank’s customers 
will enjoy them... . 

Back to bank statements again, the 
Weston National Bank, Weston, West 
Virginia, tells its depositors much more 
than is required by law—comparative 
figures for 1932-33 and 1934 are given 
and, the statement being published in 
pamphlet form, the president, T. J. 
Blair, Jr., has room to explain each item 
in non-technical language. . . . Quote 
from one of Mr. Blair's explanations, 
“The item other real estate owned has 
increased during the two years to $19,- 
393. This comprises two farms, one of 
107 acres and one of 264 acres and two 
pieces of real estate in Weston. We 
have prospective purchasers for all of 
this real estate and expect to dispose of 
it at a profit.” . . . The Chemical Bank 
and Trust Company, New York City, 
has issued a new booklet “The Advan- 


tages of a Custodian Account” which 
lists the classes of services performed, 
the people to whom such services ap. 
peal, and the cost. . With pre 
science, C. R. Sutherland, advertising 
manager of the Third National Bank 
and Trust, Dayton, thinks that the thrift 
angle of banking could well be re- 
sold because before so very long there 
will be stiff competition for savings— 
going after this business now will get 
the jump on competition later on; this 
certainly sounds optimistic and won't it 
be fun when the time comes... . 
The Bankers Trust Company, New 
York City, is a model of brevity, in its 
very neat, trim ads with illustration and 
slogan consistently driving home “A 
Tower of Strength” and the copy 
merely saying “Commercial Banking” 
or “Transfer Agent and Registrar,” and 
so on. . . . The Citizens National Bank 
of Collingswood, New Jersey, reorgan- 
ized on January 27, 1934, not only hints 
to its public that it has assets, but speaks 
right out and lists those assets under 
“Liquid Assets Immediately Available 
to Pay Depositors in Full,” and “Other 
Assets”; and the listing is very reassur- 
ing to say the least. . . . This explana- 
tory statement movement must be catch- 
ing, for lo! the City of Paterson, New 
Jersey, proudly publishes a_ statement 
of its condition similar to a bank state- 
ment thus showing the taxpayers and 
bondholders where their money went; 
Jake Kushner (Paterson right or wrong, 
but Paterson) can probably amplify on 
this more than we can, but anyway, for 
once the taxpayers get a break. . . . By 
the way, Mr. J. Kushner who is assist 
ant secretary of the United States Trust 
Company, in Paterson, is chairman of 
the entertainment committee for the 
Financial Advertisers Association con: 
vention in Atlantic City this fall; such 
being the case those who know Mr. 
Kushner’s capabilities along this line will 
surely be on deck, and those who miss 
it can justly pity themselves... . 
Items from the Bank of America N. T. 
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&@ §. A. add a few notes of optimism to 
those which can be found here and 
there—on January 31 the bank showed 
a 30 per cent. gain in its Christmas 
Club accounts having then 100,400 
members, and it also led all banks on 
that date in the number of moderniza- 
tion loans under the NHA with $2,- 
504,589 out on 6284 loans. . . . The 
Morris Plan Industrial Bank of New 
York was among the exhibitors at the 
Greater New York Better Housing 
Home and Building Modernization Ex- 
position (descriptive, all right) held the 
latter part of March; which is surely 
being right on the spot at the proper 
time as there’s nothing like offering a 
few helpful financial suggestions to home 
owners just as they find they'd like to 
do this or that but are hesitating under 
the misapprehension that they can’t af- 
ford it.... The Guaranty Trust 
Company of New York points out that 
“In Domestic or Foreign Business” their 
facilities are all that could be desired; 


the word “Foreign” recalls the pros- 
perity days when, in New York harbor 
there were more ships than ferry boats, 
and the ad’s illustration of a ship being 
loaded up recalls happy memories; when 
banks of international scope such as the 
Guaranty start mentioning “Foreign” in 


their advertisements we have another 
little item to add to our “optimism” 
folder... . Add also to the “opti- 
mism” folder that national advertisers 
in Canada will spend 20 per cent. more 
money in advertising during 1935 than 
they did in 1934, according to “Market- 
ing’—and lineage in trade publications 
jumped 15 to 20 per cent. in 1934 over 
1933; very pleasant neighbors, seems 
_e... 

Question: how does a Great Lakes 
freighter relate itself to a pocket knife 
and to a savings account in Cleveland? 
—answer: “Directly or indirectly every- 
body uses bank service every day,” and 
so some of the savings account money 
helped to move ore across the lakes and 
some of the ore went into the pocket 
knife, which is sort of like a cafeteria 
only this time one helps oneself, via 
the bank route, to many of life’s little 


conveniences; authority for this and 
other similar questions and answers will 
be found in recent Cleveland Trust ad- 
vertisements. . . . Illustrating a pair of 
shears, the Hudson County National 
Bank, Jersey City, tells us “How You 
Can Cut Your H. C. D.”—not know- 
ing what that was we read on and 
found it to be the High Cost of Dying 
which is something that most people 
probably hadn’t thought about in just 
that fashion—to soften that jolt the 
bank offered a booklet called “Making 
My Dollars Live”; pretty good way of 
getting people to think about something 
they don’t want to. . . . The Wachovia 
Bank and Trust states that “For Its 
Temporary Needs Business Prefers to 
Borrow from Banks” and then goes on 
to explain why; thus a new angle creeps 
into the headlines just to prove that the 
new business pond never really gets 
fished out. ... The Marine Trust 
Company pictures a chap delivering coal 
from a truck and explains that even 
when you buy coal you indirectly use 
a commercial bank; if this sort of thing 
keeps up it won't be so very long be- 
fore people really begin to think a 
banker is somebody after all... . 
When that stage is reached it would be 
just too bad for the financial advertis- 
ing man for he would have nothing to 
do were it not for the fact that people’s 
memories are so short. . . . 

“Two Minutes with The Third Na- 
tional” (Dayton, Ohio) requests an ad, 
and for their two minutes the good 
people of Dayton learn something about 
what the bank can do for them in the 
way of real estate loans, or commercial 
loans, or whatever each particular ad 
of this series is about; sounds pretty 
much like a bargain and really is. :°. . 
Add another note to the “optimism” 
folder—the FAA greeted eleven new 
members in February; there must be’ a 
reason... . The Lincoln Bank and Trust 
Company, Louisville, Kentucky, ° tells 
how the bank helped to market Ken- 
tucky’s $44,000,000 tobacco crop—part 
of the crop was illustrated in the ad 
and after looking at the illustration and 
reading the copy, all those who delight 
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in good Kentucky tobacco will feel in- 
clined to silently thank the bank for its 
part in contributing to their enjoyment. 
. . . The Reverend James MacPherson, 
pastor of the Broadway Baptist Church 
out in Denver, Colorado, is probably a 
very grateful citizen as he, his wife and 
five children now have a perfectly de- 
lightful new home as the result of money 
borrowed from the Denver National 
Bank under Title II of the National 
Housing Act—it took him only ten days 
to get his money, too; this is the first 
government-insured home sold in Den- 
ver, and thus do sales follow after ad- 
vertising. . . . The American National 
Bank, Nashville, Tennessee, advertises 


lems of practical interest to the 

bankers of its section of country, 
what is styled a “Banking Clinic” has 
been initiated by Ralph C. Gifford, 
president of the First National Bank, 
Louisville, Kentucky. 

Meetings take the form of round- 
table conferences in the directors’ room 
of the bank, with the first group of 
conferees numbering twenty.  Invita- 
tions have gone out to nearly 500 bank- 
ers in the bank’s territory including 
customer and non-customer banks alike. 

In groups of similar size, the country 
bankers are coming in and will continue 
to come in, as guests of the bank, until 
the entire field has been covered. The 
schedule has been carried out since the 
initial group’s meeting at the rate of 
one or two such meetings each week. 
The list of acceptances has already 
reached the 200 mark, and it is ex- 
pected that before the series ends the 
total will have gone well beyond that 
number. 

Here are some of the topics discussed 
thus far: Loans and credit files; profit 
possibilities in small loans; banking 
costs, service charges and results re- 
ported; bank investments; trust busi- 
ness; Government bonds, etc.; income 
tax problems. 


Fe the purpose of discussing prob- 
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that they are “Serving Customers 
Around the World”— in sixteen foreign 
lands, to be as specific as the advertise. 
ment, and to the people of Nashville it 
states that “A bank that has resources 
and organization to earn a world-wide 
preference is a gopd bank for you.” . . . 

In closing, we 'hope that this galaxy 
of really fine financial advertising has 
cheered you up a bit—if not, think of 
the predicament of the poor chaps who 
find that they have to choose between 
baby bonds and baby blondes (Isn’t that 
terrible, Graham?). . And Tue 
BANKERS MAGAZINE invites you to use 
its facilities by sending in samples of 
your current advertising. 









In sending out invitations to bank- 
ers in Kentucky and Southern, Indiana, 
President Gifford said: 

“During the past four years banks 
and bankers have been made the target 
for abuse and, in some cases, down- 
right slander, the greater part of which 
has been wholly unjustified. | Bankers 
today have no apologies to make to 
anyone for the execution of the re 
sponsibilities vested in them by the de- 
positors and stockholders during a 
period of such unparalleled depression. 

“All bankers today are confronted 
with changed conditions and new prob- 
lems. On the one hand we have the 
increased cost of materials and sup 
plies, Federal deposit insurance, NRA, 
and increased taxes. On the other 
hand, former sources of income have 
diminished, acceptable loans are exceed 
ingly scarce with the tendency to lower 
rates, and the yield on U. S. Govern: 
ment, state, county and municipal se- 
curities is growing steadily less. We 
have been concentrating on these prob 
lems and have accumulated a substantial 
amount of interesting and enlightening 
data from many different towns, cities 
and states. This information indicates 
to us how others, both small banks and 
large, have met and are meeting these 
same problems, and we have found 


ADVERTISING AND PUBLIC RELATIONS 


many practical ideas in this study. 
We are always interested in the con- 
structive development of the _ bank- 
ing business and we believe that this 
period of low bank earnings is an es- 
pecially opportune time to consider 
these problems. We are confident that 
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many institutions are giving thought to 
comparable problems in connection with 
earnings, and we believe that an ex- 
change of information and ideas among 
a considerable number of Kentucky and 
Southern Indiana banks would be. very 
helpful to all of us concerned.” 


One Bank’s Real Estate Problem 


HE annual report of Ben R. 

Meyer, president of the Union 

Bank and Trust Company of Los 
Angeles, Calif., is outstanding in its 
detailed and frank discussion of the 
bank’s affairs. Of special interest is 
President Meyer’s statement concerning 
his company’s real estate loans concern- 
ing which he says: 


A great deal of attention on the part of 
your officers and the staff of the bank has 
been devoted to the matter of real estate 
loans, and we are confident that our prob- 
lem in this regard is not a serious one. 
Wherever possible loans have been collected 
or renewed on an amortized basis. The is- 
suance of so-called Home Owners’ Loan Cor- 
poration bonds has been beneficial. 

A real estate department has been created 
separate from the trust department or the 
real estate loan department, thus enabling us 
to give the closest scrutiny to the management 
and ultimate sale of foreclosed real estate. 
As I pointed out in my report a year ago 
it is proving necessary for all banks to ac- 
cumulate a substantial amount of real estate, 
and we have been no exception to this rule. 
On December 31, 1933, the book value of 
real estate, owned other than the bank build- 
ing was $498,283. The book value of the 
same as it appeared in our published state- 
ment for December 31, 1934, was $1,032,- 
648. A reserve of $100,000 has been set up 
against this item. 

This figure included, however, one unusual 
item caused by our having purchased with 
the consent of the Superintendent of Banks, 
sixty feet on the east side of Broadway be- 
tween Eighth and Ninth streets upon which 
is located a height-limit store and loft build- 
ing of excellent construction called the Platt 
Building. The purchase price of this fee was 
$184,900. This was done to make it possible 
for us to receive substantial income upon the 


investment which we already had in the 
building. This was not producing income 
but was costing a substantial sum to carry. 
It is contemplated that this sum will be re- 
turned to us shortly through our conveying 
the fee to a corporation organized to own 
the building, it in turn placing a loan upon 
the fee and reimbursing the bank for the 
money expended. It, therefore, seems fair 
to point out that this is an extraordinary 
item. 

Eliminating the Platt Building, the book 
value of our other real estate as of December 
31, 1934, would be $847,748. We cannot 
state that this figure will not be increased, 
but we can state that there is a better feeling 
among the owners of real estate with whom 
we come in contact, and it would appear that 
here again the forces of the depression as 
they affect our own individual problem are 
abating somewhat. Again eliminating the 
Platt Building the total number of properties 
on hand as of December 31, 1934, were 93. 
Of this amount 81 were improved, and 12 
were unimproved. Of this number 81 were 
income producing, and it is interesting to 
note that over 90 per cent. of the rentable 
units owned are occupied, or that less than 
10 per cent. of our rentable units are vacant. 


We feel that the reserve which we have 
set up will more than take care of any loss 
which the bank may experience, should it 
dispose of any of the other real estate at 
less than its book value. 

We think a point of considerable interest 
to the stockholders is the fact that the net 
annual income which we receive from all of 
our other real estate is approximately 4 per 
cent. on the book values of the properties. 
I feel that the real estate account is in ex- 
cellent condition and that you may well take 
pride in the fact that the properties are of 
such a character that substantial income, 
namely, 4 per cent., is being received during 
the time which it is necessary to carry the 
properties pending their ultimate sale. 





NOW READY! 


Eighth Edition of America’s 
Most Popular Banking Book — 


Here is a book which has come to 
be regarded as the standard work 
on bank methods and administration. 
It tells of every phase of modern 
banking from the handling of the 
morning mail to the extension of 
credit; from the duties of the 
messenger to the functions of the 
president. 


William H. Kniffin, the author, 
has not depended upon his own 
many years' experience as a prac- 
tical banker. In his book he has 
assembled the best banking thought 
of the country--the tested results 
of banking practice in the most 
progressively managed institutions 
in the United States. 


Send for your copy 

of this valuable 

book TODAY and see 
for yourself how 
thoroughly Mr. Kniffin 
has covered his field. 


BANKERS PUBLISHING CO. 


BANKERS PUBLISHING COMPANY 
Book Dept.—465 Main St., Cambridge, Mass. 


Please send me on approval a copy 
of “The Practical Work of a Bank.” 
I will either return the book with- 
in five days or will send you my 
check for $5.00. 


Address... 
Signed by 
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BOOK REVIEWS 


THe CASE FOR MANCHOUKUO. By 
George Bronson Rea, New York. 
D. Appleton- Century Company, 
$3.50. 

As Mr. Rea is Counsellor to the Min- 
istry of Foreign Affairs, Government of 
Manchoukuo, and considering the title 
of the volume itself, the natural ex- 
pectation would be to find in the pages 
of this book a one-sided argument in 
support of Japan’s action in what was 
once Manchuria but is now Man- 
choukuo. 

The great merit of this volume lies 
in the experience and knowledge of the 
author. Mr. Rea has lived in the 
Orient for more than thirty years, and 
his relations to public and commercial 
affairs in that part of the world give 
him a first-hand knowledge of his sub- 
ject. But these high qualifications are 
largely neutralized by the capacity in 
which he appears, that of advocate, 
not as judge. And it is a case where 
the judicial temperament is _ sadly 
needed. 

In one or two instances Mr. Rea 
seems inconsistent. He rules war with 
Japan as out of the question, and then 
argues at great length to show that war 
is inevitable. Concerning the open 
door, which American policy is so in- 
tent on maintaining in China. the 
author presents figures tending to prove 
that our Chinese trade has long shown 
a net loss. 

What, according to the views set 
forth in this volume, are the aims of 
Japan? First, to provide for her ex- 
panding population; second, to guard 
against the threatened aggression of 
Russia. 

With regard to the first of these ob- 
jectives, some light is thrown on the 

matter by what has already happened. 
The annexation of Korea by Japan has 
not provided an outlet for the Japanese 
into that territory, but the result has 
been the reverse (the authority for this 


statement being Mr. Rea himself). And 
up to the present the migration of 
Japanese into Manchoukuo has been 
very small. 

Concerning the menace of Russia, 
Japan cannot be indifferent on account 
of the past conflict with that country 
and the occupation of a large part of 
Chinese territory by the Soviet. But 
with the recent surrender of the Chinese 
Eastern Railway, the tension between 
these two countries has been measur- 
ably relaxed. 

Mr. Rea sees in the policy of the 
United States an alignment with Rus- 
sia and against Japan, instancing our 
recognition of the Soviet Republics. 
But this recognition was certainly due 
more to commercial than to political 
considerations, and our commercial ex- 
pectations have not been realized. 

There is a well-founded suspicion 
that in this business of Manchoukuo the 
League of Nations would be quite 
pleased to commit to the United States 
the hazard incident to pulling the chest- 
nuts out of the fire, or in the more 
striking metaphor of Mr. Rea, that, in 
the process of crucifying Japan, the 
nailing to the cross is to be done bv 
this country. 

All this pother is about the action 
of the League of Nations and the 
United States in failing to recognize 
the legitimacy of what Japan did in 
intervening with military force to as- 
sist—strongly assist—in setting up what 
Mr. Rea calls a free and independent 
Manchoukuo. Against the course of 
Japan, the League of Nations and the 
United States duly protested, first shak- 
ing their fists and then wagging their 
little fingers. It was probably well un- 
derstood by Japan that these gestures 
were meaningless. 

That Japan believed she had adequate 
grounds for her action in Manchuria 
is indisputable, and Mr. Rea has stated 
these grounds fully and with no lack 
of vigor, but perhaps with more heat 
than the necessities of the case de- 
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manded. <A presentation of the side 
represented by the League of Nations 
and the United States as adequately as 
Mr. Rea has made out the case for 
Manchoukuo would greatly clarify this 
troublesome problem. It can hardly be 
that Japan is wholly in the right and 
all the other nations in the wrong. 

Mr. Rea presents a truly pitiful pic- 
ture of conditions in China, where the 
various war lords have inflicted un- 
told misery upon the vast population of 
that country. His remedy, in the ab- 
sence of a speedy success of the effort 
to create a strong central government, 
is to permit the various provinces to 
become independent. But would not 
this subject them to the unhindered 
rapacity of the war lords? 

If Japan and the United States 
should become involved in a war with 
each other, it is the opinion of the 
author of this volume that, to prevent 
a threat to her Indian Empire by Rus- 
sia, Great Britain would be forced to 
side with Japan—a course that would 
hardly be relished by Australia and the 
Dominion of Canada. But the United 
States is not going to have any war 
with Japan. From a purely commer- 
cial standpoint such a conflict would 
be wholly lacking in justification. Our 
trade relations with Japan are too great 
to be put in jeopardy by such a hazard- 
ous enterprise. There are weightier 
reasons which make such a war un- 
thinkable, and they will preserve peace 
between these two countries. 

When Thomas Jefferson wrote the 
Declaration of Independence, he stated 
that a decent respect for the opinions 
of mankind impelled him to state the 
reasons why the American Colonies 
had determined on asserting their in- 
dependence. Had Japan been more 
careful in this respect, the opinion of 
the world in regard to her course in 
Manchuria might have been more tol- 
erant. But this lack, if it existed, Mr. 
Rea’s volume fully supplies. That he 
has made out a strong case for Man- 
choukuo no one who reads his book 
can deny. 


EB. M.. ¥. 


INFLATION AHEAD—WHaAT TO Do 
AsouTt It. W. M. Kiplinger and 
Frederick Shelton. New York: Simon 
& Schuster. $1.00. 


IN a series of twenty-five letters, writ- 
ten in a forceful and non-technical 
style, the authors record what usually 
happens in a depression, the customary 
after-course, and what may be done to 
meet these changing conditions. 

As to the matter of inflation, the 
authors point out that the stage has 
been set for it already. They do not 
think currency inflation on a_ large 
scale is likely, but that the inflation 
will be in the form of bank credit. 
In this direction they call attention to 
the large increase of demand deposits 
in the banks, representative to an im- 
portant extent of the deficits of the 
Government. Further elements in the 


banking situation pointing the same 
way are the huge reserves, and the 
probability that the time will come 
when borrowers will be as cordially 


welcomed as they are now coldly re- 
ceived. 

The extent of the inflation will de- 
pend, in the view of the authors, upon 
the disposition of the people and the 
Government. Means for checking the 
inflationary movement are abundant. 
Their prompt and effective employment 
will determine the extent of the in 
flation. The authors do not look for 
an extreme inflation for the next two 
or three years. 

To adapt themselves to the inflation 
ary period, the institution, the individ 
ual in various situations, are given 
much cautious counsel, based upon a 
full consideration of existing facts and 
probable future trends. 

These letters are of extraordinary 
interest from the statistical and other 
information they contain. ‘Where they 
are advisory it will be seen that actual 
conditions and reasonable expectations 
have governed and that mere guess 
work has been discarded. 

Here is one sentence in one of the 
letters which should reassure the de’ 
spondent: 
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“Regardless of what the Government 
does, business always recovers after de- 
pressions. 


Bankinc. By Walter Leaf, Litt.D., 
D.Litt, Late Chairman of West- 
minster Bank Limited. Revised by 
Ernest Sykes, B.A., Secretary to the 
Institute of Bankers. 16 mo.; pp. 
255. London: Thornton Butterworth 
Ltd. 2s. 6d. net. 

Not inappropriately, this might be 

called “a little book by a little man.” 

But such designation must be imme- 

diately qualified to prevent misunder- 

standing. Reference is made, in the 
first place, to the small size of the 
volume as compared with most treatises 
on the same subject. In intimating 
that the author was a little man, his 
physical proportions only are meant, 
for he was not, in this respect, quite 
the common average. But his diminu- 
tive character stopped there. Intellec- 
tually he was a giant, skilled beyond 
most of the men of his time not in 
banking only, but distinguished for his 
ripe scholarship. In this small volume 

on Banking, Dr. Leaf has produced a 

treatise deserving to rank with Bage- 

hot’s “Lombard Street,” than which no 
higher praise could be given. 

From the chapter “Advances to Cus- 
tomers” one is tempted to make numer’ 
ous quotations, but a single one must 
suffice: 


“It is a cardinal point of sound Eng- 
lish banking that there must be no 
‘lock-up’ of capital. A humorous banker 
is reported to have said that he would 
have on his books no ‘Kathleen Mavour- 
neen’ loans—‘it may be for years and 
it may be for ever.” The whole of the 
money entrusted to the bank by its 
depositors is withdrawable either on de- 
mand or at short notice; and the most 
evident prudence dictates that it should 
not be lent for a prolonged period. It 
is not the business of the banks to sup- 
ply fixed capital to their customers; 
they cannot afford to do so, and where 
they have yielded to the temptation, 
the result has usually been disastrous. 
The prudent banker, when asked to 


grant a loan, will always inquire in 
the first place for what period the ad- 
vance is required, and what is the pros- 
pect of its repayment by the expiration 
of the period. If he is not satisfied as 
to this, he must not let himself be 
tempted either by the value of the se- 
curity or the rate of interest offered; 
his chief thought must be for the liquid- 
ity of his advances.” 

This clear statement of a cardinal 
principle of sound banking is com- 
mended to the study of all bankers. 
It might well be considered by the 
sponsors of a bill now pending in Con- 
gress, which proposes to authorize the 
national banks to lend on real estate 
mortgages running for a period of 
twenty years. 


Dr. Leaf prefers to our system of 
official bank inspection examination by 
properly qualified auditors. He em- 
phasizes the care taken in training 
young men for the profession of bank- 
ing. 

How popular the book is, may be 
inferred from the fact that since the 
first edition, in 1926, there was a sec- 
ond edition in the same year—and of 
this edition there were five impressions 
—and the third and present edition in 
1935. 

The revised edition, while retaining 
as much as possible of Dr. Leaf’s text, 
has been revised in view of changed 
circumstances, and a new chapter has 
been added “to make clear the de- 
batable subject of the creation of 
credit.” And on this phase of banking, 
a single sentence throws a flood of 
light: “The restriction of credit is not 
in any case a profitable or popular 
policy.” The lack of profit in such a 
policy, stated by this high banking au- 
thority, should prove a strong refuta- 
tion of much of the criticism now be- 
ing aimed at American banks in regard 
to their alleged restricted credit policy. 
With safe demand for loans, the profit 
motive, as Dr. Leaf so clearly implies, 
would soon end whatever restriction 
exists. 


The permanent status of the British 
bank employe is thus tersely stated: 





What banking 


system for y, 
America ¢ 


RE the forty-nine separate jurisdictions under 

which American banks operate an underlying 
eause of the inherent weakness of our banking sys- 
tem? If so, what can be done about it? What is the 
case for a unified system of banking control? How 
could such a system be brought about constitution- 
ally? How would the change affect the banks? These 
are questions every intelligent banker is asking today. 


Federal and State 


Control of Banking 


By 
THOMAS JOEL ANDERSON, Jr. 


HE at last is a complete study of the problem 
by an unbiased observer. The author has made 
an exhaustive survey of Federal and State control of 
banking. He has studied the various controversies 
which have arisen between Federal and State authori- 
ties and shown how competition between these two 
jurisdictions has weakened effective supervision and 
brought about many of the conditions which made a 
crisis inevitable. 


By signing the coupon below you may have this book 
come to your own desk for five days’ examination. 


MAIL THE APPROVAL ORDER BELOW 


BANKERS PUBLISHING COMPANY, 
465 Main St., Cambridge, Mass. 


You may send me a copy of “Federal and State Control of Banking” for 5 days’ 
examination. At the end of that time I will either remit $3.50 or return the book. 
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“It may be said that a discharge from 
service for anything less than gross 
misconduct is unknown.” 

All who are now engaged in bank- 
ing or who expect to become so en- 
gaged will find this volume highly in- 
structive. 


CENTRAL BANKING UNDER THE FED- 
ERAL RESERVE SYSTEM. By Lawrence 
E. Clark. New York: The Mac- 
millan Co. $5.00. 


CENTRAL banking in the United States 
was inaugurated twenty years ago with 
the opening of the Federal Reserve 
banks. This book is an historical and 
analytical account of the establishment, 
development, and operation of the Fed- 
eral Reserve System as a central bank- 
ing institution. The scope of the book 
encompasses the conditions which gave 
rise to the establishment of the Re- 
serve System; the finances, organiza- 
tion, administration and control of the 
System; central banking functions; cen- 
tral banking and emergencies; relations 
with foreign central banks; the uses 
and efficacy of various instruments of 
credit control; banking and market re- 
lationships; and the successes and fail- 
ures of the Federal Reserve. 

Here is a comprehensive and care- 
fully documented book which serves as 
a permanent record of the Federal Re- 
serve System during the twenty years 
of its existence, and, in addition, is of 
particular significance at the present 
time when the establishment of a Gov- 
ernment Central Bank is being dis- 
cussed. The author shows clearly how 
the Federal Reserve System has been 
functioning in the capacity of a central 
bank. The central bank problem is 
broken up into its component parts 
and discussed without bias. Special 
consideration is given the Federal Re- 
serve Bank in New York and its vital 
position in the System. The relation- 
ships between that Reserve Bank and 
the other Reserve banks and Federal 
Reserve Board are analyzed. 

Dr. Clark not only presents a wealth 
of valuable detail, but brings into vivid 
telief the salient features which pro- 
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vide a sound basis for the judgment of 
central banking problems. The work is 
thoroughly scientific and yet the au- 
thor’s style makes it interesting read- 
ing for the general public. Bankers 
and business men, teachers and students, 
editors, public administrators and legis- 
lators will find this volume a storehouse 
of material concerning various phases 
of Federal Reserve and central banking 
problems. 


FINANCIAL HIsToRY OF THE UNITED 
STATES. New Edition, Revised and 
Enlarged. By Davis Rich Dewey. 
New York: Longmans, Green. $3.00. 

THIS is a revision of a highly com- 

pressed yet comprehensive financial his- 

tory of the United States since its be- 
ginning and down to the present time. 

The history of our public debt policy 

is brought up to date. New taxation 

and tariff policies, including the im- 

portant Tariff Act of 1930 are recorded 

and interpreted. Generous reference 
lists are supplied for those who would 
make a further study of special topics. 


MONETARY DEVELOPMENTS SINCE 
1932. By Frederick A. Bradford. 
New York: Longmans, Green. 50c. 

THE chief purpose of this pamphlet is 

to bring up to date the material con- 

tained in the author's book “Money.” 

It constitutes, however, a unit in itself 

and should be of interest to those who 

would review the activities of the Gov- 
ernment in the monetary field since the 
present Administration came into office. 

Dr. Bradford’s appraisal of the Ad- 


ministration’s policies is largely critical. 


THe Commopity DoLtiar. By Harold 
L. Reed. New York: Farrar & Rine- 
hart. Paper pamphlet. 40c. 


THis pamphlet contains a severe criti- 
cism of the commodity dollar and the 
monetary theories held by the com- 


modity dollar’s exponents. The author 
concludes: “In the old-fashioned gold 
standard, and in orthodox banking prac- 
tice, we had better instruments than 
we knew. Although these instruments 
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could not assure economic stability, they 
did give warnings. The immediate need 
is to re-establish the gold standard and 
the credit system on a basis which will 
permit time-honored practices to be re- 
sumed.” 


ORDER ON THE AiR. By James Rorty. 
New York: John Day. Paper pam- 
phlet. 25c. 

In this pamphlet, James Rorty analyzes 

radio’s sins of commission and omission 

and describes the several kinds of con- 
flicting censorships by which radio is 
shackled and minority pressure groups 
are kept off the air. He calls for or- 
der—or at least orderly conflict—on 
the air and joins with the American 

Civil Liberties Union in urging as a 

basis for legislation, an investigation by 

a non-political commission appointed by 

the President. 


THE TAXATION OF BANKS. New York: 
National Industrial Conference 
Board, Inc. 247 Park Ave. $2.50. 


THis book presents a comprehensive 
study of the economic aspects of bank 
taxation. It explains how taxation, in 
its various forms, affects bank profits, 
loan and investment policies, and the 
service which banks render to their 
communities. 


DISCOVERING CONSUMERS. By M. C. 
Phillips and F. J. Schlink. New 
York: John Day. Paper pamphlet. 
yA 

THE gist of this monograph is con- 

tained in the following extract from 

its pages: 

“The consumer is in the process of 
being discovered—by government and 
by industry. 

“When consumers show by construc- 
tive action, in the form of well- 
expressed and well-organized and tech- 
nically competent demands on manu- 
facturers and merchants, as well as their 
refusal to buy, that they will no longer 
tolerate either the kind of merchandise 
that is being foisted upon them or the 
tricks, lies and misrepresentations by 
which this is done, then legislators will 





begin to realize that our business system 
must be oriented around the consumer 
instead of the producer. 

“The assurance of any continued 
measure of stable economic life, let 
alone a return of prosperity, can be 
secured only by broadly distributed 
mass consumption.” 


Trust Business. New York: Ameri- 
can Institute of Banking, 22 East 
40th Street. 520 pp. 


THIs: is the first textbook on _ trust 
business issued by the American In- 
stitute of Banking since the publication 
of “Trust Functions” in 1927. In the 
preface, it is pointed out that, since 
1927, trust service has so expanded, 
trust business has so developed, and eco- 
nomic conditions have so changed, that 
the preparation of a new text book on 
trust business has become a practical 
necessity. 

The new textbook, which is the re 
sult of three years’ labor, is issued in 
two volumes of twenty chapters each. 
Although each volume is complete in 
itself, both volumes are necessary to 
present the complete account of trust 
business. The first volume is devoted, 
in the main, to a description and ex- 
planation of the services of trust in 
stitutions. It undertakes to answer the 
question, what a trust institution does. 
The second volume is devoted to a dis 
cussion of the technical aspects of trust 
administration, and undertakes to an 
swer the question, how a trust insti- 
tution does its work. 


PracticaAL Every Day CHEMIsTRY. By 
H. C. Bennett, New York: The 
Chemical Publishing Company. $2.00. 

THIs is not a treatise on chemistry, 

but a practical guide telling in detail 

how to make hundreds of preparations 
in common use. It shows the method 
of transforming “a few simple ingredi- 
ents into cosmetics, beverages, adhesives, 
drugs, inks, lacquers, lubricants, tooth 
powder, polishes, soaps, waxes, and hun- 
dreds of other useful things.” In addi 
tion the volume contains an analysis of 
numerous articles entering into con 
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struction and manufacture, and explains 
the treatment to be given many sub- 
stances for their proper employment. 
There is a wealth of information for 
the curious who would like to know 
what chemical preparations really are, 
and for those who may wish to avail 
themselves of the practical formulas the 
volume contains. 


BOOKS RECEIVED 


MopERN SToRY OF MuTuAL SAvINGs 
Banks. By Franklin J. Sherman, 
with a foreword by Philip A. Ben- 
son. New York: J. J. Little and 
Ives Co. $5.00. 

Tuis book is available in two editions: 

the National Edition, priced at $5.00, 

and the New York Edition which, be- 
sides the general narrative, contains the 
individual histories of all the savings 
banks in the State of New York. The 
New York Edition is priced at $10. 


INDUSTRIAL PROFITS IN THE UNITED 
States. By Ralph C. Epstein, New 
York: National Bureau of Economic 
Research, Inc., 1819 Broadway. $5.00. 


STABLE Money. By Irving Fisher. New 
York: Adelphi Co. $3.50. 


Liguip = Cams AND NATIONAL 
WEALTH, AN EXPLANATORY STUDY 
IN THE THEORY OF Liqumpity. By 
A. A. Berle, Jr., and Victoria J. 
Pederson. New York: The Mac- 
millan Co. $2.50. 


UNDERSTANDING THE NEW _ STOCK 
Market. By Robert Irving War- 
show. New York: Greenberg. $2.50. 


THE PRINCIPLES OF CURRENCY, CREDIT 
AND ExcHANGE. By Wm. A. Shaw 
and Alfred Wigglesworth. London: 
Sir Isaac Pitman & Sons, Ltd. $1.50. 


THE SuPPLY AND CoNTROL OF MONEY 
IN THE Unitep States. By Lauch- 
lin Currie. Cambridge, Mass.: Har- 
vard University Press. $2.50. 


A SuccessruL INvEsToR’s LETTERS TO 
His Son. By Karl Hellberg. Min- 
neapolis: Carter Press. $1.00. 





ADMINISTRATIVE LEGISLATION AND AD- 
JUDICATION. By Frederick F. Blachly 
and Miriam E. Oatman. Washing- 
ton, D. C.: The Brookings Institu- 
tion. $3.00. 


Money: THE HUMAN ConrLict. By 
Elgin Groseclose. Norman: Univer- 
sity of Oklahoma Press. $3.25. 


THE BuDGET IN GOVERNMENTS OF 
Topay. By A. E. Buck. New York: 
Macmillan. $3.00. 


PusLic UTILITY VALUATION FOR PuR- 
POSES OF RATE CONTROL. By John 
Bauer, Ph.D. and Nathaniel Gold, 
B.S., LL.B. New York: Macmillan. 
$3.50. 


Was Europe A Success? By Joseph 
Wood Krutch. New York: Farrar & 
Rinehart, Inc. $1.00. 


FEDERAL TAX HANDBOOK 1934-1935. 
By Robert H. Montgomery, C. P. A. 
New York: Ronald Press. $10.00. 


Money AND CrepiT. By Ray V. Leffler. 
New York: Harper & Bros. $4.50. 


LaBor, INDUSTRY AND GOVERNMENT. 


By Matthew Woll. New York: 
Appleton. $2.00. 

Towarps StasiLity. By Sumner H. 
Slichter. New York: Henry Holt 


& Co. $2.00. 


BANKING IN INpIA. By S. G. Panan- 


dikar. New York: Longmans, Green 
& Co., Ltd. 
MysELF. By John Rogers Commons. 


New York: Macmillan. $2.25. 


THE INVESTMENT PoLicy OF TRUST 
InstiTUTIONS. By N. Gilbert Rid- 
dle. Chicago: Business Publications. 
$4.00. 


LEAGUE OF NATIONS: WorLpD Eco- 
NOMIC SURVEY, THIRD YEAR, 1933- 
34. Boston: World Peace Founda- 
tion, 40 Mt. Vernon St. 


THE GREAT Depression. By Lionel 
Robbins, Prof. of Economics in the 
University of London. New York: 
Macmillan. $3.50. 
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BEYOND THE New Dea. By David 
Lawrence. New York: Whittlesey 
House. $2.50. 


ROOSEVELT VERSUS RECOVERY. By 
Ralph Robey. New York: Harper 
& Bros. $2.00. 


INTERNATIONAL ECONOMIC RELATIONS. 
Minneapolis: The University of Min- 
nesota Press. $3.00. 


FouRTH REPORT ON PROGRESS IN 


MANCHURIA TO 1934. New York: 
South Manchuria Railway Co., 60 
East 42nd Street. 


THE GREAT DEPRESSION. By Lionel 
Robbins. New York: Macmillan. 
$3.50. 

WHAT THE FicurEsS MEAN. By 
Spencer B. Meredith. New York: 


Appleton. $1.00. 


FINANCIAL History OF THE UNITED 
StTaTEs. By Davis Rich Dewey. New 
York: Longmans, Green & Co. $3.00. 


THE OpeN Door aT Home. By 
Charles A. Beard. New York: Mac- 
millan. 3.00. 


JORDAN ON INVESTMENTS. By David 
F. Jordan. New York: Prentice-Hall. 
$4.00. 


THE MEANING OF Money. By Irving 
Fisher and others. New York: Em- 
pire Books. $2.00. 


THE EFFECT OF AN UNCONSTITU- 
TIONAL STATUTE. By Oliver P. 
Field. Minneapolis: The University 
of Minnesota Press. $5.00. 


REVELATIONS CONCERNING MONEY 
AND BANKING WITH PROPOSED RE- 
FORMS. By Alva R. Hunt. Phila- 
delphia: Dorrance & Co., Inc. $1.00. 


MoNETARY POLICY AND ECONOMIC 
STABILIZATION: A Study of the Gold 
Standard. By Arthur D. Gayer. 
New York: Macmillan. $3.00. 


THE CHART OF PLENTy. By Harold 
Loeb and others, with a foreword by 
Stuart Chase. New York: The Vik- 
ing Press. $2.50. 


LECTURES ON POLITICAL ECONomy. By 
Knut Wicksell. New York: Mac 
millan. $2.50. 


FOREIGN BONDHOLDERS AND AMERICAN 
STATE Desits. By Reginald C. Me 
Grane. New York: Macmillan. $4.00, 


THE Economics oF Money, Crepir 
AND BANKING. By F. Cyril James, 
New York: Ronald Press. $4.00. 


THE THEORY OF ECONOMIC DEvELop- 
MENT. By Joseph A. Schumpeter. 
Cambridge, Mass.: Harvard Univer- 
sity Press. $3.50. 


THE New DEAL In ACTION. By Schuy- 
ler C. Wallace. New York: Harper 
& Bros. $2.00. 


To EacH A PENNY. By Francis Plum- 
mer. Boston: Lothrop, Lee & Shep: 
ard Co. $2.50. 


MECHANIZATION IN’ INDUusTRY. By 
Harry Jerome. New York: National 
Bureau of Economic Research. $3.50. 


CLOSED AND DISTRESSED BANKS. By 
Cyril B. Upham and Edwin A. 
Lamke. Washington, D. C.: The 


Brookings Institution. $2.00. 


THE CorrecT ECONOMY FOR THE Ma’ 
CHINE AGE. By A. G. McGregor, 
with a foreword by John A. Hob- 
son. New York: Pitman. $2.00. 


New Frontiers. By Henry A. Wal- 
lace. New York: Reynal & Hitch 
cock, Inc. $2.00. 


INSURANCE AND ANNUITIES; FROM THE 
Buyer’s Point oF View. By E. C. 
Harwood and Bion H. Francis. Cam: 
bridge, Mass.: The Murray Printing 
Co. $2.50. 


Fut, Speep To Success. By Robert 
T. Gebler. Philadelphia: J. B. Lip: 
pincott Co. $2.00. 


Wuo Gets THE Money? By Walter 
Rautenstrauch. New York: Harper. 
$1.00. 


Limitep CaPITALISM: The Road to Un’ 
limited Prosperity. By L. W. Allen. 
New York: Strand Publishers. 5c. 

















GERMAN MOoNETARY THEORY 1905- 
1933. By Howard S. Ellis. Cam- 
bridge, Mass.: Harvard University 
Press. $5.00. 


TREASURIES AND CENTRAL Banks. By 
David W. Dodwell. London: P. S. 
King & Son, Ltd., Orchard House, 
Westminster, S. W. I. 10s. 6d. 


EXCHANGE CONTROL. By Einzig. New 
York: The Macmillan Co. $3.00. 


THE THEORY OF THE LEISURE CLASS. 
By Thorstein Veblen, with a fore- 
word by Stuart Chase. New York: 
The Modern Library. 95c. 


DEATH OF A BANKER. By Anthony 
Wynne. Philadelphia: J. B. Lippin- 
cott Co. $2.00. 


PAMPHLETS RECEIVED 


An EcoNoOMIC APPRAISAL OF THE 
New Dear. By Walter E. Spahr, 
Ph.D. New York: Farrar & Rine- 


bart. Inc. 25c. 


THE Pounp’s Procress. By F. J. 
Scanlan. London: P. S. King & Son, 
Ltd. $1.00. 


LeGAL RESERVES IN AMERICAN BANK- 


ING. By Robert G. Rodkey. Ann 
Arbor: University of Michigan 
Press. $1.00. 
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A Type Stupy OF AMERICAN BANK- 
ING, NON-METROPOLITAN BANKS IN 
MINNESOTA. Edited by Russell A. 
Stevenson. Minneapolis: The Uni- 
versity of Minnesota Press. 


Move THE Goops! By Stuart Chase. 
New York: John Day. 25c. 

MANUAL OF ApprRaIsALs. By E. H. 
Boeckh. Indianapolis: The Rough 
Notes Co., Inc. 

UNEMPLOYMENT RESERVES. Prepared 
under the direction of Samuel W. 
Reyburn, Chairman, Retail Mer- 


chants Committee. 


A DESCRIPTION OF THE “New DEAL.” 
By Fred Rogers Fairchild and others. 
New York: Macmillan. 


THE FarRM CHEMURGIC. By William 
J. Hale. Boston: The Stratford Co. 


OrTHODOX ECONOMICS AND THE RE- 
COVERY PROGRAM. By Walter E. 


Spahr. New York: Farrar & Rine- 
hart: 25c: 
EXPERIMENTING WITH OuR MONEY. 


By Neil Carothers. 
rar & Rinehart. 


INFLATION AND THE INveEsToR. By 
E. W. Axe and R. E. Houghton. 
New York: E. W. Axe & Co., Inc., 
730 Fifth Avenue. 50c. 


New York: Far- 
40c. 


LETTERS TO THE EDITOR 








THE PENDING BANKING BILL 


Editor, THE BANKERS MAGAZINE: 
Titles I and III of the proposed act 
are, generally speaking, sound in pur- 
pose. If we are to have permanent de- 
posit insurance, as seems _ inevitable, 
Title I effects material improvements 
over the law as it stands. Title III con- 
tains many constructive and clarifying 
revisions of existing law, and I do not 
think its enactment should be delayed. 
Inasmuch as Title II practically re- 





writes important parts of the Federal 
Reserve Act, I think it should be 
separated from the remainder of the 
bill and its enactment postponed until 
opportunity is had for proper fact- 
finding, such as preceded the original 
Federal Reserve Act, in order to de- 
termine whether it should be passed 
in its present form or amended, and 
to what extent. 
GrorceE V. MCLAUGHLIN, 

President, Brooklyn Trust Company. 

Brooklyn, N. ¥Y., March 1, 1935. 

















How Bankers Talk 


By STEPHEN LEACOCK 


Reprinted from the New York Herald-Tribune by special permission. 


the assembled bankers of New York 

as their guest speaker. As I looked 
around at the vast and glittering dining 
room, the huge crowd that filled every 
table on the floor, I felt appalled. It 
seemed impossible that I could dare to 
speak to them. 

For I have always had, as so many 
of us have, a mixture of fear and rever- 
ence for bankers. I have always under- 
stood that these men hold the fate of 
the world in the hollow of their hands. 
Let them lift their thumb—and it is all 
over with us. As I looked about me 
I thought, “what if they lift their 
thumb while I’m talking!” 

So I sat, at the head table, in the 
very center of that marvelous gather- 
ing, making conversation as best I 
could. Beside me was the president 
of one of the biggest banks in the 
world, a fine, dignified man who looked 
the part. I wouldn’t have dared to 
borrow $5 from him if I was dying. 

I talked as best I could; and pres- 
ently, by chance, I mentioned Ohio. 
“I come from there,” he said, and then 
added, as if owning up to something, 
like an honest man, “we had a farm 
es 

With that we were started. Five 
minutes later, if the conversation of 
that great financier had been reported, 
it would have run like this—“You can 
do better with soy beans for hogs 
than you can in trying to raise grain 
for them; put in your soy beans, with 
a cover crop first,—” 

But I had to interrupt him there. 
“Soy beans are all right,” I said, “if 
the land is clean enough.” And with 
that we were both started; gone was 
all the glitter and the lights and the 
pomp of the occasion. The bank presi- 
dent was back in Ohio and I was back 
512 


if DINED on Saturday night with 


in Georgina Township (—next to 
North Gillenberry, you can’t miss it: 
take the town line past the old Prosser 
place—) and he was feeding hogs on 
soy beans, and I was objecting that if 
he didn’t raise any wheat he'd have no 
straw for bedding—and he admitted it. 
Think of a man in his position sleep- 
ing on straw! 

All of a sudden I remembered, we 
both seemed to remember, where we 
were. Think of talking farm stuff in 
a gathering like that! And in the 
silence that fell for the moment between 
us, I listened and caught a little of the 
talk of the group of men—presidents 
of this, vice-presidents of that, who sat 
at the table just beneath the head table 
that was ours. One man I noticed in 
particular, a dignified figure, the face 
of a diplomat. He was saying to the 
man beside him and to the two beau 
tiful women who bent over to catch 
his words: 


“Don’t talk to me of Leghorn hens! 
I won't have them on the place. You 
waste your money in trying to put a 
12-foot wire fence round a Leghorn, 
and even then they'll fly over it. No 
sir, I admit they lay, but give me a 
heavy fowl, a Barred Rock or a Black 
Jersey Giant, and you've got some’ 
thing! They'll lay pretty good, and 
they’re a table bird and you don’t have 
to chase them all over the place!” 


So after that I felt easier. And 
when I realized that my neighbor on 
the left was talking about trout fish 
ing in an Indiana creek, and the man 
next him was spearing suckers with 
a jack light, then it was all too easy. 

So when I spoke all I had to say 
was,—"I admit this is a brilliant occa’ 
sion and a wonderful gathering! But 
you fellows are not really bankers at 
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all! You are just gathered in from off 
the farms, just as I was, and like me 
you'd like to be back there.” 

So itt was easy to speak! And after 
the speech they cleared the big dining 
room for a dance, and as the music 
struck up I heard a man say, “Back 


in Indiana for a dance we always had 
a fiddler who called off!” 

So after this I shall feel at home 
among bankers. I know that I can 
go down to Wall Street with a bag 
of soy beans and a Barred Rock hen 
and borrow all the money I want. 


Protection Against Unemployment 


ment insurance is now receiving 

especial attention, the following ac- 
count of the successful working of the 
plan of the General Motors Corpora- 
tion, as given by President Alfred P. 
Sloan, Jr., will be found of interest. 
At the time of making the statement 
the distribution of nearly $11,000,000 
to approximately 30,000 employes was 
recorded. 

“The objective of the General Motors 
Savings and Investment Plan, now in 
its sixteenth year of operation,” said 
Mr. Sloan, “is to provide financial com- 
petence under adversity. It offers the 
possibilities of protection against un- 
employment as well as provision against 
the time when old age makes work im- 
possible. It is a mutual plan between 
management and employe—each making 
a contribution toward the objective. 

“I am convinced that it is the duty 
of all branches of industry to recognize 
more and more the importance, not only 
from the social standpoint, but in its 
own interests, of providing greater so- 
cial security. I am gratified to believe 
that the Genera! Motors’ plan is in 
harmony with that desirable objective. 

“Our experience over sixteen years 
has indicated that a mutual plan in 
which the employe and the employer 
both contribute is not only feasible, 
but creates an excellent opportunity of 
thrift and a sense of responsibility on 
the part of those participating, which 
adds materially to the excellent relations 
and morale of the organization. Further- 
more, it develops self-reliance—it is in 
nO sense paternalistic. The General 
Motors plan is based upon the think- 
ing that all should save regularly, month 
by month. These savings are invested 


[: view of the fact that unemploy- 


with the corporation. They earn in- 
terest and increments through the con- 
tribution of the employer—the latter 
now equivalent to 35c for each dollar 
saved by the employe. 

“Each employe, who in 1929 saved 
$25.00 per month, amounting to $300 
for the year—the maximum permitted 
—receives, in this present settlement, 
the original $300, plus $321.52 in 
benefits contributed by the employer, 
of which $114.35 represents interest. 
In other words, each employe, who 
five years ago saved $300 under this 
plan, now receives $621.52. 

“The possibilities of this plan may 
be realized through the fact that, as 
General Motors employes entered the 
depression, at the beginning of 1930, 
they had accumulated a reserve of ap- 
proximately $75,000,000 to tide them 
over the following emergency. In ad- 
dition to this, there were available 
equities to the extent of $15,000,000 
that had been diverted toward the pur- 
chase of homes. 

“From: the time the plan was put 
into effect to date, the distribution to 
employes, covering both maturity and 
interim settlements, has aggregated 
$7.15,000,000, of which $126,000,000 
represented the employes’ savings and 
the balance of $89,000,000 interest and 
investment fund credits paid by the 
corporation. 

“The distribution of these funds 
throughout this period has been a tre- 
mendous help in countless ways. It 
has assisted thousands in meeting in- 
dividual emergencies; it has been of 
considerable assistance during periods 
of lessened business activity; and it has 
brought to other thousands a greater 
measure of financial security.” 
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BRIEF ITEMS FROM THE NEWS ABOUT BANKS AND BANKERS 


CELEBRATES FIFTIETH ANNIVER- 
SARY 


FRANK S. Har.ow, secretary of the Green 
Point Savings Bank of Brooklyn, N. Y., 
celebrated his fiftieth anniversary with that 
institution on April 5. In honor of such 
an unusually long and successful period of 
service, congratulations from his wide circle 
of friends, including many prominent leaders 
in finance and industry, and from his own 
business associates, have been heaped upon 
him. 

Mr. Harlow first entered the bank on April 
5, 1885. On May 22, 1906, he was made 
assistant secretary. The next promotion came 
in July, 1913, when he was elected a trustee 
of the bank. Since January, 1918, he has 
rendered distinguished service as secretary. 

One of Mr. Harlow’s most outstanding 
accomplishments in this cycle of fifty years of 
service lies in the results which he accom 
plished in the handling of the bank’s mort- 
gage problems. 

Mr. Harlow is a member of the executive 
committee of Group Five, representing all 
savings banks in Brooklyn and Queens. He 
is widely known as a golf enthusiast among 
bankers throughout the state and for years 
he has served on the bankers’ golf com- 
mittee. 

One of the interesting angles about his 
banking career lies in the fact that it rep- 
resents the realization of a boyhood dream. 
Not by chance alone . . . but by choice also 
has he become one of Brooklyn’s well known 
bankers. Mr. Harlow was born in Middle- 
boro, Mass., and when he was quite young 
his family moved to the Greenpoint section 
of Brooklyn. Some time after graduation he 
served as a stenographer with the Marine 
Insurance Company of New York. But al- 
ways the ambition of his life was to become 
a banker. As a young man Mr. Harlow, 
accompanied by Walter E. Frew, now presi- 
dent of the Corn Exchange Bank Trust Com- 
pany of New York, called upon Timothy 
Perry, then president of the Green Point 
Bank, to solicit an advertisement for a church 
program. Thev secured the ad . and 
shortly thereafter the Green Point secured 
the services of a man who has been one of 
the chief motivating forces in the growth of 
the institution ever since. 

Another singular feature of this golden 
anniversary is that George W. Felter, now 
serving his seventeenth year as president of 
the Green Point, celebrated his own fiftieth 
anniversary last October. 
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NEW MEXICO BANKS ESTABLISH 
AGENCIES 


TAKING advantage of an act of the legisla- 
ture allowing state-chartered banks to estab- 
lish agencies for the acceptance of deposits 
and the cashing of checks within a hundred 
miles of the parent institution, the State 
Banking Department has authorized two in- 
stitutions thus to expand their organizations. 

Approval has been given the Citizens Bank 
of Clovis to open an agency at Fort Sumner, 
and to the Lea County State Bank at Loving- 
ton for agencies at Hobbs and Jal. 

There are still five New Mexico counties 
without banking facilities, but branches are 
anticipated in the near future. 


NATIONALIZATION OF STATE 
BRANCHES 


NATIONALIZATION of sixty-one branches of 
the Bank of America (California), state bank 
associated with Bank of America N. T. @ 
S. A., has been announced. These branches 
now become a part of the Bank of America 
N. T. @ S. A. As the two institutions are 
identical in ownership, management and ac- 
counting method, the change is largely a 
formality and is being made in accordance 
with the management's advocacy of a uniform 
system of branch banking under national 
regulation. 


NEW APPOINTMENT 


P. J. HeBarp has been appointed an assistant 
vice-president of the Continental Bank and 
Trust Company, New York. 


G. C. CUTLER HEADS NEW YORK 
TRUST COMPANIES ASSOCIATION 


Grorce C. CuTLer, vice-president of the 
Guaranty Trust Company of New York, 
was elected president of the Trust Com: 
panies Association of the State of New York 


at the annual meeting held in February. 
Mr. Cutler has been actively identified 
with the work of the association for a num: 
ber of years, having served formerly as vice’ 
president and as chairman of the Legislative 
committee. He is now also chairman of 
the Legislative committee of the New York 
State Bankers Association. 

The late Charles H. Sabin, chairman of 
the board of the Guaranty Trust Company, 
was president of the trust companys asso’ 
ciation in 1928. 

Mr. Cutler was born in Brookline, Mass., 
and was graduated from Harvard Law 
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School in 1916. He practiced law in Bos- 
ton before coming to New York in 1925 
as a member of the firm of E. B. Smith @ 
Company, investment bankers. He has been 
associated with Guaranty Trust Company as 
vice-president since February, 1930. 


NEW BRANCHES FOR ANGLO- 
CALIFORNIA 


Two important units were added to The 
Anglo California National Bank of San 
Francisco during the past month, according 
to an announcement made by R. D. Brig: 
ham, vice-president and manager of branches. 

The San Jose National Bank as of the 
close of business February 16 became the 
San Jose branch of The Anglo California 
National Bank. The First National Bank in 
Bakersfield and its East Bakersfield branch 
as of the close of business March 16 be- 
came the Bakersfield branches of the Anglo. 
The official staffs of the San Jose and Bakers- 
field banks will continue in the employ of 
The Anglo California National Bank. 

In San Jose Wm. H. Pabst is vice-president 
and manager; C. A. Swain, assistant man- 
ager, and Wm. H. Pabst, Jr., assistant man- 
ager of the San Jose branch of the Anglo. 

In Bakersfield A. D. M. Osborne is chair- 
man of the advisory board; Dana G. Bing, 
manager, and C. H. Franey, assistant man- 
ager of the main Bakersfield branch of the 
Anglo, with supervision over the East Bak- 
ersfield branch of which G. W. Gunter is 
manager. 

The former directors of both the San Jose 
National Bank and the First National Bank 
in Bakersfield are now members of the ad- 
visory boards of The Anglo California Na- 
tional Bank in both cities. 

The Anglo California National Bank now 
has out-of-town branches in the following 
cities: Oakland, Redding, Red Bluff, San 
Jose, Hanford and Bakersfield. 


FOR BRIDGE PLAYING BANKERS 
ONLY 


A compact little ten-page booklet, ‘Con- 
tract Bridge at a Glance,” has been pub- 
lished by H. C. Tuttle, president of the 
Hush-A-Phone Corporation, 48 West street, 


New York City. It is a concise summary 
of card values and leading systems of bid- 
ding and should be something of a boon to 
those bridge fans who find themselves wish- 
ing, at odd moments, that they had some- 
thing to refresh their memory on some of 
the more evasive technicalities. The connec’ 
tion of this little booklet with banking is 
simply that Mr. Tuttle has kindly agreed to 
send copies of this summary to any of our 
subscribers who would be interested free of 
charge. So, any bankers who are, perchance, 


bridge fans as well can step right up and 
take it away. 


CLARENCE FINCKE NEW PRESIDENT 
OF GREENWICH SAVINGS BANK 


CLARENCE M. FinckeE, former executive vice- 
president, has been elected president of the 
Greenwich Savings Bank of New York, fol- 
lowing the retirement of Charles Mason 
Dutcher, president since 1920, who has been 
appointed honorary chairman. 

Mr. Fincke graduated from Yale Univer- 
sity in 1897 and after varied business ex- 
perience entered the Franklin Trust Com- 
pany of New York as assistant secretary in 
1916, was vice-president 1918-20, and 
upon the merger of the Franklin Trust Com- 
pany with the Bank of America in 1920, 
became vice-president of that institution un- 
til its absorption by the National City Bank 
in 1931. 

He joined the Greenwich Savings Bank in 
February, 1932, as assistant to the president. 

Mr. Dutcher has been connected with the 
bank for fifty-two years and was also chair- 
man of Group No. 4 of the Savings Bank 
Association of the State of New York. 


BANK DIVIDENDS DECLARED 


KELLEY GRAHAM, president of the First Na- 
tional Bank of Jersey City, New Jersey, an- 
nounced that at the regular monthly meet- 
ing of the board of directors the regular quar- 
terly dividend of $1 per share was declared, 
payable on March 30 to stock of record 
March 23. 

The directors of the State Street Trust 
Company of Boston, Mass., have declared the 
regular quarterly dividend of $2 a share pay- 
able April 1, 1935, to stock of record March 
22, 1932. 


—@— 


COMING BANKERS’ CON- 
VENTIONS 


STATE 


April 22-23—Louisiana Bankers Association, 
Biloxi. 

May 7-8—Oklahoma 
Oklahoma City. 
May 9-10—North Carolina Bankers Asso- 

ciation, Carolina Hotel, Pinehurst. 
May 9-10—Arkansas Bankers Association, 
Fort Smith. 
May 14-15—Missouri 
Excelsior Springs. 
May 14-15—Mississippi Bankers Association, 
Vicksburg. 

May 16-17—Alabama Bankers 
Mobile. 

May  16-17—Kansas 
Topeka. 


Bankers Association, 


Bankers Association, 
Association, 


Bankers Association, 
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May 17-18—New Mexico Bankers Associa- 
tion, Roswell. 

May 20-21—Illinois 
Decatur. 

May 21-22—Maryland Bankers Association, 
Baltimore. 

May 21-22—Tennessee Bankers Association, 
Chattanooga. 

May 21-23—Texas Bankers Association, Gal- 
veston. 

May 22-24—California Bankers Association, 
Coronado. 

May 23-24—Georgia 
Sea Island Beach. 

May 23-24—South Dakota 
ciation, Sioux Falls. 

May 23-25—-New Jersey Bankers Association, 
Ambassador Hotel, Atlantic City. 

May 30-June 2—District of Columbia Bank- 
ers Association, Hot Springs, Va. 

June 5-7—Pennsylvania Bankers Association, 
Scranton. 

June 7-8——Massachusetts Bankers Association, 
Swampscott (tentative). 

June 7-8—-West Virginia Bankers Associa- 
tion, White Sulphur Springs. 

June 14-15—-Wyoming Bankers Association, 
Laramie. 

June 17-18—Utah Bankers Association, Zion 
Canyon National Park. 

June 17-18—Oregon Bankers 
Salem. 

June 19-20—Minnesota Bankers 
Minneapolis. 

July 19-20—Montana 
Glacier Park. 

June 20-22—Virginia 
Hot Springs. 

June 21-22—Maine 
Rangley. 

June 21-22—Colorado Bankers 
Troutdale-In-The-Pines. 

June 24-26—Michigan Bankers 
Lansing. 

June 25-26—Wisconsin Bankers 
Green Lake. 


Bankers Association, 


Bankers 


Association, 


Bankers Asso- 


Association, 
Association, 


Bankers Association, 


Bankers Association, 


Bankers Association, 


Association, 
Association, 


Association, 


GENERAL 


April 14-17—Executive Council, American 
Bankers Association, Bon Air-Vanderbilt 
Hotel, Augusta, Ga. 

May 8-10—National Association of Mutual 
Savings Banks, New York City. 

June 6-8—National Safe Deposit 
tion, Asbury Park. 

June 10-12—Reserve City Bankers Associa- 
tion, Manchester, Vt. 

June 10-14—American Institute of Banking, 
Omaha, Nebr. 

Sept. 9-11—Financial 
tion, Atlantic City. 

Oct. 7-9—-Morris Plan Bankers Association, 
Cavalier Hotel, Virginia Beach, Va. 

Nov. 11-14—American Bankers Association, 
Roosevelt Hotel, New Orleans, La. 
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